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FOREWORD 


India is on the threshold of planned progress towards industrial develop- 
tnent. In the context of scarcity of capital resources and the need to channe¬ 
lise small savings to build up requisite development finance, the small industries 
have a vital role to play. Further, manpower is the most important of the 
resources of the nation and the economic prosperity of the nation depends 
upon the creation of expanding employment potential and the utilisation of 
the manpower resources. In fact, the productivity of our whole economy 
can be promoted by the growth and establishment of small industries that 
should develop a pattern consistent with our economic conditions. 

Small scale manufacturing units occupy such a vantage position in the 
economy in respect of specialised skills in manufacture, quality and precision 
in products that even in the progressive countries with their mass production 
factories, the small manufacturing units exist and thrive as ancillaries of larger 
units and in specialised production lines. There is emphatic recognition of the 
need for smaller industrial units as sub-contractees or feeder units of larger 
ones. The productivity of larger units to some extent depends upon the 
fulfilment of their specialised requirements by smaller units. The establish¬ 
ment of self-contained large units carries with it larger overheads and corres¬ 
ponding increase in cost of production. The need to eliminate the disecono¬ 
mies and promote the productivity of larger units has led to the encouragement 
in many countries of credit, technical, research and organisational facilities to 
the small scale industries. 

The National Productivity Council recognised the importance of small 
industries when it sponsored a Productivity Study Team on Small Scale 
Industries. 

The objective of sending a team on small scale industries to visit Sweden, 
West Germany, USA and Japan was to afford an opportunity to study the 
structure of small industries in these countries and their problems and the 
solutions that have been developed by those economics to meet the different 
situations. The Report of this Team is consequently of a pattern different 
from other Reports of Productivity Teams as the objectives were formulated 
in the wider context of the whole economy. In presenting the experiences and 
observations of the Team members in this Report, the Council believes that 
it will be of service in stimulating the development of a well-informed approach 
to solve the problems of the small industries which in turn will contribute to 
the productivity of larger units and the industrial economy. 
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Introduction 


1. Origin of the Team 

The National Productivity Council 
of India sponsored the visit of a 
Productivity Team on Small Scale 
Industries to Sweden, the Federal 
Republic of Germany, the U.S.A. 
and Japan for studying , certain 
aspects relating to the promotion 
and development of small industries 
in those countries. This was one 
of the Teams sent abroad by the 
National Productivity Council with 
the aid given by the Technical 
Cooperation Mission of the United 
States of America. 

The individuals selected for 
inclusion in the Team consisted of 
small industrialists, representatives 
of Central and State Governments 
and non-officials closely associated 
with the different programmes for 
the development of small scale 
industries in India. The Council 
considered it necessary that the 
Team Members should collectively 
make an intensive study of the 
problems within the country before 
proceeding abroad by visiting some 
industrial units, institutions and 
organisations in order to determine 
the methodology of their studies 
abroad and also to high-light the 
specific problems of small industries 
which were to be studied. 

The first meeting of the members 
selected for inclusion in the Team 
took place at Bombay on the 27th 
February 1959, 


2. Terms of reference 

On the basis of the suggestions 

made by the N.P.C. the following 

terms of reference were adopted by 

the Team for study abroad : 

(a) to study the system of sub-con¬ 
tracting by large scale units to 
small scale industries, and the 
measures adopted to foster the 
growth of such ancillary 
industries ; 

(b) to study the organisation and 
growth of “Common Service 
Facilities” to assist small scale 
units ; 

(c) to study broadly the sources of 
credit facilities available to 
small scale units, and the terms 
and conditions under which 
such facilities are given to them ; 

(d) to study the organisation of 
Industrial Cooperatives and the 
measures adopted to foster their 
growth ; 

(e) to study the programme of 
Government purchase from 
small scale units and the con¬ 
cessions given to them by way 
of financial assistance, price 
preference, relaxation of quality 
etc.; and 

(f) to study the arrangements exist¬ 
ing in these countries to enable 
smale scale units to keep abreast 
of the results of research or 
technical advance and the extent 
to which they are availed of by 
small scale units. 
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3. Questionnaire to Organisations 

The members also proposed a list 
of industrial units and other orga¬ 
nisations to be visited by the Team 
in the different countries in addition 
to any other visits that might be 
arranged by the authorities con¬ 
cerned. They also prepared 
different sets of questionnaire for 
different organisations the Team 
was expected to visit. 

4. Preparatory Visits inside India 

The preparatory visits of the Team 
to industrial units and organisations 
inside the country were completed 
in two phases. The first phase 
consisted of Group visits—that is, 
the Team members divided them¬ 
selves into three groups, each group 
seperately visiting industrial units 
and organisations in the Northern, 
Eastern and Southern parts of the 
country. The second phase consis¬ 
ted of collective visits, after some 
time, by all the members of the 
Team to selected units and organi¬ 
sations in Bombay. 

On completion of these visits, a 
short note on the impressions of 
the members was prepared, high¬ 
lighting the points which they 
should particularly observe in 
regard to each field of study, during 
their visits abroad. 

It was clear, after these visits, that 
the scope of study before the Team 
was too extensive to be covered 
within the short time at its disposal 
in each country. However, no 
attempt was made to restrict the 
scope as it was felt that any infor¬ 
mation that might be gathered by 
the Team on their fields of study, 
though not exhaustive, was bound 
to be useful against the back¬ 
ground of the multifarious schemes 
in operation in India for develop¬ 
ment of Small Scale Industries. In 
fact as the Team travelled from 
place to place, it seemed to us 
that, while not much had been done 
in other countries in respect of 
some of the fields of study before 


the Team, there were new ideas 
which had not been introduced 
yet in our plans of development 
and which could certainly be consi¬ 
dered for adaptation to our own 
conditions. 

5. Itinerary of the Team 

Originally, the intention was that 
the Team should visit Norway, 
Sweden, U S.A , Holland and Japan 
(and the Federal Republic of 
Germany, if possible). The final 
programme of the Team consisted 
of visits to Sweden, Germany. 
USA and Japan. The itinerary 
of the Team in each country 
included visits to industrial plants, 
large and small, and to many 
governmental and non-official 
organisations concerned with 
different aspects of promotion of 
small industries as well as dis¬ 
cussions with the authorities 
concerned at these places (vide 
Appendix 1). 

6 . Limitations 

It was physically impossible for the 
Team to cover the entire ground of 
its fields of study within the time 
allotted in Japan, particularly 
becuse of the necessity of having to 
transact its work through inter¬ 
preters. There was also no free 
time, allotted to the Team members, 
for discussion amongst themselves. 
In fact, even after its arrival in 
Japan, H.E. the Indian Ambassador 
in Japan suggested that the Team 
should extend its stay in that 
country, but this could not be done 
due to various reasons. Because 
of these limitations, it has not been 
possible for the Team to do 
adequate justice to all the subjects 
covered by the Terms of Reference. 
However, the Team considers itself 
fortunate to have had the unique 
opportunity of being the first of 
its kind ever sent to Western 
countries and the United States, 
for study of specific aspects relating 
to the growth and development of 
small industries in those countries. 
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i. Lay out of the Report 

The Report consists of ten 
chapters. The first deals with the 
origin of the Team and its prepa¬ 
ratory work in India, while the 
second describes the conception of 
“small industries” in the countries 
visited. In the third chapter, an 
effort has been made to assess the 
place of small industries in the 
economy of these countries. 
Chapters IV to IX contain the 
Team’s observations on the subjects 
included in its terms of reference 
as well as its recommendations, 
while the last Chapter is a summary 
of the recommendations made in 
the previous Chapters. 

8 . Acknowledgements 

We are grateful to the National 
Productivity Council of India and 
the Technical Cooperation Mission 
of U.S.A. in India for having given 
us an opportunity to study the role 
of small Industries in Sweden. 
Germany, U.S.A. and Japan. We 
are thankful to the managements 
of the various industrial establish¬ 
ments and organisations connected 
with the industrial development in 
India for their kindness and 


courtesy in supplying us valuable 
information and data before our 
departure from India. We are 
indebted in no small measure to 
the numerous organisations, 
industrial establishments and 
authorities in all these countries, 
for their courtesy, consideration 
and hospitality and for the readi¬ 
ness with which they furnished us 
with any information or material 
required. We particularly wish to 
record our deep sense of apprecia¬ 
tion to Mr. Jan Olaf Sundell of the 
Swedish Institute, Mr. Kloppmann 
in West Germany, to Mr. A. E. 
Laurencelle, Project Manager of 
the I. C. A. in the U.S.A., Mr. 
James K. Semoto, Project Adviser 
to the U S.O.M. in Japan and Mr. 
Tanzo Matsumara of the Japan 
Productivity Centre for the 
excellent manner in which they 
conducted the schedules of the 
Team in the respective countries. 

Our colleague Shri N. S. 
Vaidyanathan rendered to us 
valuable help during our tour 
abroad and in preparing this report. 
This involved hard work on his 
part which he has done very ably. 
We wish to tender our warm 
thanks to him. 
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PART I : OF GENERAL INTEREST 


I : Definition of Small Industries 


In Sweden and Germany, there is 
no official definition of what con¬ 
stitutes a small industry. The 
term “small industry ” is commonly 
used in Sweden to denote indus¬ 
trial establishments having 50 
employees or less, while in Germany 
even units having upto 300 
employees are considered to be 
small units. In Japan and the 
United States, however, the term 
is and has to be, officially defined, 
mainly for eligibility to certain 
concessions and benefits conferred 
by the State. 

In Japan there are various defini¬ 
tions of “ small industries ” for 
various purposes, but generally 
speaking the number of employees 
in such units should not be more 
than 300 and the capital employed 
should not exceed 10 million Yens. 
As a matter of interest, we give 
below a few of the various defini¬ 
tions of small enterprises used in 
Japan for different types of the 
enterprises: 

(a) In the Law on Formation of 
Small and Medium Business 
Organisations enforced in April, 
1958, a small or medium enter¬ 
prise is defined as one with 
regular employees, in principle, 
of 300 or less for the manu¬ 
facturing, mining, transpor¬ 
tation and others ; 30 or less 
for the wholesale and retail 
trades and other service indus¬ 
tries, with such exceptions as 
follows ; 1000 or less for the 
pottery manufacturing, 600 or 


less for the dyeing and finishing 
business of textile industries, 
150 or less for the construction 
industry, 50 or less for the 
whole sale trade of woven and 
knitted fabrics. 

(b) According to the Law on 
Cooperation of Small and 
Medium Enterprises, a small or 
medium business concern is one 
with regular employees of 300 
or less (30 or less for the 
wholesale and retail trades). 

(c) The Small and Medium 
Enterprise Finance Corporation 
Law and the Small and Medium 
Enterprise Credit Insurance 
Law give a legal definition that 
a small or medium enterprise is 
one with a capital of 10 million 
Yens and less if it is an incor¬ 
porated concern, or one with 
regular employees of 300 or less 
(30 or less for commercial ser¬ 
vicing enterprises, and 1000 or 
less for mining) or both an 
incorporated and unincor¬ 
porated concern. 

We gathered that the Japanese 
Government were considering an 
upward revision of the ceiling of 
capital that could be employed by 
small enterprises/ 

In the United States, a small 
business is defined in the Small 
Business Act of 1958, as “one 
which is independently owned and 
operated and which is not dominant 
in its field of operation. In 
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addition to the foregoing criteria, 
the Administrator, in making a 
detailed definition, may use these 
criteria, among others : Number 
of employees and dollar volume of 
business. Where the number of 
employees is used as one of the 
criteria in making such definition 
for any of the purposes of this 
Act, the maximum number of 
employees which a small business 
concern may have under the 
definition shall vary from industry 
to industry to the extent necessary 
to reflect differing characteristics 
of such industries and to take 
proper account of other relevant 
factors”. 

A concern is “not dominant in its 
field of operation” when it does not 
exercise a controlling or major 
influence in an area of business 
activity. Business concerns are 
affiliated of each other when either 
directly or indirectly (i) one 
concern controls or has the power 
to control the other, or (ii) a third 
party controls or has the power to 
control both. In determining 
whether concerns are indepen¬ 
dently owned and operated and 
whether or not affiliation exists, 
appropriate factors including 
common ownership, common 


management and contractual obli¬ 
gations are taken into account. 

The standards adopted for deter¬ 
mining whether or not a unit is a 
small business under this definition 
vary for different purposes. There 
are different standards for purposes 
of Government procurement, for 
sale of Government property, for 
SBA Business Loans etc. These 
standards are defined in detail in 
the “Small Business Size 
Standards”, a set of rules and 
regulations issued under the Small 
Business Act, (vide Appendix 2). 

It was interesting to note a 
unformity of approach both in the 
United States and in Japan to this 
problem of definition. In the first 
place, the definition is not restricted 
to manufacturing or processing 
industries only but includes trading 
and servicing enterprises as well. 
Secondly in both the countries, 
there is recognition of the fact that 
no absolute or definite ceilings, 
either of capital or of labour, can 
be prescribed uniformly for all 
industries or businesses to be 
classified as “small” and that these 
would have to vary with the 
differing characteristics of each 
type of industry or business. 
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2 : Role of Small Industries 
and State Encouragement 


2.1. Sweden 

Sweden is industrially one of the 
most advanced countries in the 
world. Forests, iron ore and 
water power are the basic industrial 
resources of the country. The 
importance of manufacturing 
industries in the Swedish economy 
will be obvious from the fact that, 
out of 3.2 million (about 44% of 
the total population) income 
earners in the country in 1955, 
17% were employed in agriculture, 
42% in industry, 21% in trade and 
transportation, 12% in public 
service and free professions. 

Up to the end of the twenties 
industrial expansion was largely 
based on a flourishing export trade 
and centered mainly on the 
production of a small number of 
staple goods. But with increasing 
import restrictions in other 
countries in the thirties, the 
Swedish industry geared itself up to 
cater to the domestic market, 
which itself offered very great 
opportunities not only for further 
expansion but also for further 
diversification of manufacturing. 
In this transformation, the greatest 
part was played by small businesses 
with their inherent adaptability to 
changing conditions. Apart from 
the growing importance of the 
home market, the revival of small 
business was stimulated by the 
development of electric power and 


transportation facilities. We 
gathered the impression that, in 
Sweden, decentralisation was a 
significant feature of industries 
which were spread out among 
small communities. 

Small industries in Sweden seem 
to depend mainly on private Trade 
Development Associations and 
other private industrial organisa¬ 
tions for assistance in regard to 
their problems. Government 
assistance seems to be limited in 
extent and scope. During a 
meeting with the representatives of 
the Swedish Board of Trade and 
Department of Commerce, we 
gathered that the support of the 
Swedish Government to its 
industries took various forms and 
that the nature of assistance 
depended upon the objectives to be 
achieved. The assistance may be 
to relieve unemployment, to 
rationalise the industry, to support 
certain inventions, to increase 
export earnings or to meet defence 
needs. The support given includes 
favourable treatment to industries 
in regard to cost of electric power, 
differential transportation charges 
over the Railway so that the rates 
are equalised among different 
industries situated in different 
parts of the country, purchase by 
Government departments parti¬ 
cularly by the Defence Department 
etc. The industries which have to 
be supported mainly for keeping 


6 



up the level of employment are 
decided by the Employment 
Authorities. There are also export 
guarantees, which are however, 
utilised mainly by large scale 
units. In regard to financing, 
special credit facilities are provided 
specifically for small scale indus¬ 
tries through Trade Associations 
and a system of guarantee is in 
operation for loans obtained from 
normal banking channels for 
investment purposes. For technical 
training and research problems for 
small industries, there is a 
Government Institute for Handi¬ 
crafts and Small Industries 
(Statens Hantverksinstitut). The 
role of the Trade Development 
Associations and other organisa¬ 
tions in raising the productivity as 
well as the vitality of small scale 
industries in Sweden is explained in 
the chapters that follow. 

2.2. Federal Republic of Germany 

The re-emergence of Germany 
after the ravages of the last World 
War as one of the World’s leading 
industrial countries (popularly 
known as the “German miracle”) 
is due as much to the hard work 
and technical know how of the 
Germans themselves as to the 
Marshall Aid Plan. Towns and 
Cities have been completely rebuilt 
and are humming with all kinds 
of industrial activity. Full em¬ 
ployment with a fairly high 
standard of living has already been 
achieved ; still higher standard of 
living is sought to be achieved by 
increasing industrial productivity 
through rationalisation and 
automation. 

About 90 per cent of the 
Industrial establishments in West 
Germany had less than 100 
employees. These accounted for 27 
per cent of the total employment 
in industry and contributed 23 
per cent of the industrial output 
of the country. 


2,3. United States of America 

The phenomenal economic growth 
of the United States is not of 
recent origin ; it is due to so many 
economic factors which have been 
in opetation continuously for the 
past century and more. Unlike 
Germany or Japan, she did not 
have the problem of resuscitating 
a war-shattered economy, nor did 
she suffer from lack of material 
or technical resources, nor from 
lack of opportunities for acquisition 
of technical education and know¬ 
how or even of markets. She has 
had a windfall of talent, know-how 
management ability and experience 
built over many decades. There 
has also been a sizeable inflow of 
capital into the United States 
particularly during the 17th and 
18th centuries. 

The economy of the United States 
is a mixed economy. On the one 
hand, there is utmost emphasis 
on the concept of private property 
and personal incentives, which are 
the main features of a capitalistic 
economy. At the same time, the 
State has introduced particularly 
in the last 25 years or so, many 
measures to ensure that the workers 
are not exposed to insecurity or 
exploitation. There is a law of 
minimum wages, a law for un¬ 
employment insurance, another 
law for old age pensions, etc. All 
these measures giving certain basic 
rights to labour consistent with 
emphasis on free enterprise have 
made fundamental changes and 
introduced the “welfare concept” 
into a capitalistic economy. 

The per capita productivity of the 
worker is perhaps the highest in 
the World. Infact.it occurred to 
us that high productivity is a 
“must” because of the compulsion 
of various factors like high wages, 
the high degree of competition, 
etc. In spite of its tremendous 
economic growth and the high level 
of development, the people of the 
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United States are constantly 
striving for higher productivity and 
accelerating their production by 
more and more automation, with a 
view to safeguarding against future 
recessions and stemming the tide 
of inflation. 

Though a visitor from India to 
the United States feels overwhelm* 
ed by the gigantic size and increas¬ 
ing automation of the large indus¬ 
tries, the fact remains that it is in 
this country that small business has 
been given a place of vital impor¬ 
tance in the national economy. 
(In the U. S. A. there are about 
four million small industries and 
businesses which employ about 
65 per cent of the country’s 
workers. Small Industries which 
employ less than 50 persons 
constitute more than 98 per cent 
of all industrial enterprises and 
produce nearly one-third of all 
manufactured goods). This is due 
to the conviction of the American 
Government as well as of the 
American people that the existence 
of myriads of small businesses spread 
throughout the length and breadth 
of the country is the very basis 
of democracy. This conviction 
is the raison d’etre of important 
pieces of legislation like the Small 
Business Act of 1958, the Small 
Business Investment Act of 1958, 
etc. The Small Business Act 
states the policy of the Congress 
in regard to small business in 
these words: 

“The essence of the American 
economic system of private 
enterprise is free competition. 
Only through full and free 
competition can free markets, 
free entry into business and 
opportunities for the expression 
and growth of personal initi¬ 
ative and individual judgment 
be assured. The preservation 
and expansion of such competi¬ 
tion is basic not out only to the 
economic well-being but to the 
security of this Nation. Such 
security and well-being cannot 


be realised unless the actual 
and potential capacity of small 
business is encouraged and 
developed, It is the declared 
policy of the Congress that 
the Government should aid, 
counsel, assist, and protect in 
so far as is possible, the 
interests of small business 
concerns in order to preserve 
free competitive enterprise, to 
ensure that a fair proportion 
of the total purchases and 
contracts for property and 
services for the Government 
(including but not limited to con¬ 
tracts for maintenance, repair, 
and construction) to be placed 
with small business enterprises, 
to ensure that a fair proportion 
of the total sales of Govern¬ 
ment property be made to such 
enterprises, and to maintain 
and strengthen the overall 
economy of the Nation.” 

The Small Business Administra¬ 
tion (or the S. B. A. as it is 
popularly known) is the Agency 
entrusted with the responsibility of 
carrying out the congressional 
policy stated above. The origin 
of this Agency dates back to the 
Korean crisis of 1950-51, when the 
American Government set up a 
Small Defence Plants Administra¬ 
tion for assisting manufacturers of 
defence goods. At the conclusion 
of the Korean situation, there was 
no need for this organisation but 
the Congress in its place created 
the Small Business Administration 
by an Act in July 1953 for the 
purpose of assisting and advising 
small business concerns in the 
U. S. A. The life of this Agency 
was extended from year to year, 
until in 1958 it was made a 
permanent and independent Agency 
of the Federal Government by the 
Small Business Act of 1958, This 
Agency is directly under the 
President and is not affiliated with 
or subordinate to any department 
of the Federal Government. The 
Administrator, who beads this 
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Agency, is appointed by the Presi¬ 
dent on the advice of the Senate, 
and enjoys very wide powers. 
The Administration is, under the 
Act, authorised to utilise any 
amount upto $650 million provided 
by the Treasury in the shape of a 
revolving fund, for any of the 
purposes enumerated in the Act. 
Some of the activities of this 
Agency are described in detail in 
Chapters V, VI and VIII. 

2.4. Japan 

Both in the number of enterprises 
and in the number of people 
employed, small and medium 
industries occupy a predominent 
place in the Japanese economy. 
Industrial units with less than 
300 employees account for over 
99% of the Japanese enterprises 
and they employ 83 % of the total 
employees in industries as a whole 
in Japan. Until a few years ago 
the feudalistic economy of Japan 
was maintained mainly by handi¬ 
crafts. With the introduction of 
foreign influence and technical 
know-how from other countries 
and with the development 
of electricity, an unlimited field 
was thrown open to Japanese 
entrepreneurs to develop their 
industrial economy. At the end 
of the first World War there was a 
complete stoppage of raw material 
imports into Japan. Similarly 
machinery could also not be 
imported. The country had then 
to fall back on its own resources 
and on the skill of its entrepreneurs. 
In other words, Japan had no 
alternative but to develop its 
manufacturing enterprises. Side 
by side with these difficulties, 
Japan also faced a financial crisis 
at the end of the first World War 
and the small industries in parti¬ 
cular faced very great hardship 
financially and otherwise because 
of these various factors. It was 
after the first World War that the 
problems of small scale industries 
in regard to financing, etc. began 
to be tackled vigorously. 


The lame difficulties were faced 
by Japan after the Second World 
War, particularly because of the 
rigid controls enforced during a 
national emergency. The Govern, 
ment adopted special measures 
to stabilise industry by financial, 
technical and other assistance. 
The Banks and the cooperatives in 
Japan also played a notable part 
in solving the problems faced by 
small scale industries. All these 
factor have contributed to the 
remarkably quick recovery of the 
Japanese economy and develop¬ 
ment of industry, large and small, 
after the Second World War. 

In spite of these developments, 
the small enterprises in Japan still 
face many problems, and the 
Smaller Enterprises Agency in the 
Ministry of International Trade 
and Industry in Japan is giving 
various kinds of positive assistance, 
financial, technical and other, to 
these industries to enable them to 
stand on their own and develop 
The problem of modernisation and 
rationalisation of Small Scale 
Industries has also not been easy 
because of the apprehension 
expressed in some quarters in 
Japan that mechanisation might 
cause unemployment. The 
Japanese authorities do not, how¬ 
ever, consider that mechanisation 
and installation of the latest types 
of machines will necessarily lead 
to unemployment On the other 
hand, they think that modernisa¬ 
tion and expansion are the very 
basis of growth of the Japanese 
economy. 

There are no special agencies to 
help the small industries in incre¬ 
asing their share of Government 
purchases as we have here in India. 
We were told that fundamentally 
the problem of giving special 
encouragement to small-scale 
industries did not arise because the 
major suppliers to Japanese 
Government are small scale 
and medium enterprises It 
appears, however, that the Japanese 



Government are considering 
whether it would be worthwhile or 
advantageous to centralise their 
stores purchase system in the same 
way as in India. 

2.5. Legislative Measures 

While no special legislative 
measures teem to exist in Sweden 
or in West Germany for develop¬ 
ment of small industries, legislation 
has been resorted to both in the 
U.S.A. and in Japan for this 
purpose. The more important of 
these are:— 

U.S.A. 

(i) The Small Business Act, 
1958, 

(ii) The Small Business Invest¬ 
ment Act, 1958. 

Japan 

(i) The Law on Formation of 
Small & Medium Business 
Organisations 1957. 


(ii) The Law on Cooperation 
of Small & Medium Enter¬ 
prises 1949. 

(iii) The Small & Medium 
Enterprise Finance Coop- 
ration Law. 

(iv) The Small & Medium Enter¬ 
prise Credit Insurance Law. 

We have referred to these 
measures in the relevant chapters 
of the report in some detail and 
have mentioned them in this 
chapter to give an idea of the 
sources on which we could usefully 
draw if it is found necessary to 
resort to similar legislative 
measures in India. We recommend 
that this matter be considered by 
the authorities concerned to see if, 
with suitable adaptations, legisla¬ 
tion on similar lines will be helpful 
in accelerating the development of 
small industries in India. 



PART II : SUB-CONTRACTING AND DEVELOPMENT 

OF ANCILLARY INDUSTRIES 


The system of sub-contracting is a very common feature of the large 
industries in all the countries we visited. No large scale unit 
produces under its own roof each and every part or component 
required by it. A substantial portion of their products is com¬ 
posed of parts, components and assemblies manufactured by other 
firms, who specialise in manufacture of particular items and cater to 
thfe requirements of a number of large and small units. This system 
of interdependence among different firms has generated the growth of 
a number of ancillary feeder industries to large industrial 
concerns, and the consequent specialisation has contributed to an 
increase in industrial productivity apart from increasing the produc¬ 
tive efficiency of workers and reduction in manufacturing costs. 


3.1. Facilities available to Swedish 
Industries 

There seems to be no organised 
promotional measure undertaken 
by Government or by industrial 
associations in Sweden specifically 
for the development of ancillary 
feeder industries or to ensure that 
large units get any portion of the 
components and parts of their 
products manufactured by small 
units. The Swedish Mechanic 
Association, however, issues an 
annual publication giving the names 
of the industrial units in Sweden, 
the number of workers employed in 
each, the items manufactured and 
the processes employed by each 
firm. This annual publication is 
used by the large and small firms 
to get into touch with one another. 
As the publication also gives 
information about the lines of 


3 : Sweden 


manufacture and capacity of diffe¬ 
rent firms, the small units know 
precisely whom to approach for 
sub-contracts which they can 
execute with the equipment at their 
disposal. Similarly, the large units 
know the competence of the small 
scale units with whom they can 
place their contracts. 

3.2. Relationship with Sub¬ 
contracting Firms 

From the discussions some of the 
Team members had with the 
authorities of a large firm manufac¬ 
turing bicycles, motor cycles, 
motors and lawn-mowers, etc., it 
was gathered that large industrial 
establishments in Sweden generally 
purchased their requirements of 
components and parts on the 
basis of competitive quotations 
from several sub contractors, and 
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that sub-contracts were negotiated 
with individual firms only in special 
cases. The practice of entering 
into long-term arrangements with 
sub-contractors for supply of 
specific items did not seem to be in 
vogue. Purchases of components 
were made from more than one 
source, so that no single supplier 
could let them down. No raw 
material was being supplied to the 
sub-contractors, as no difficulty was 
experienced by them in this respect. 
The drawings and full technical 
specifications were invariably 
supplied to the sub-contractors, 
and the goods supplied by them 
were subject to rigid inspection 
before acceptance. 


The sub-contracting industries 
have developed in Sweden to a 
great extent in spite of the absence 
of any promotional measures by 
Government or Trade Associations 
because of two reasons. The 
small firms do not generally lack 
technical know-how, are able to 
keep to any standards that might 
be prescribed by the large firms, 
maintain the delivery schedules so 
that the manufacturing programme 
of the large firms is not left in 
jeopardy, and make supplies at 
competitive rates. The large firms 
do not, therefore, consider it 
worth-while or economic to 
manufacture all the parts and 
components in their own factories. 



4 : Federal Republic of Germany 


The position in West Germany 
also appeared to be similar to that 
in Sweden in this matter. Neither 
the Government nor the Trade 
Associations (or guilds) seemed to 
be taking any special steps to 
promote subcontracting or to assist 
small industries engaged as sub¬ 
contractors or manufacturers of 
parts and components. This is so, 
perhaps because the small industries 
are so highly competent technically 
that they scarcely require any 
special assistance in this direction 
and also because the large units 
themselves are generally interested 
in buying a considerable portion 
of their requirements of parts and 
components from other firms for 
economic reasons. 

4.1. Extent of Dependence on 
Small Units 

A well-known large-scale firm of 
machine tool manufacturers which 
the Team visited was purchasing 


nearly 40% of its turnover from 
outside firms, of which it was 
estimated one-third was from small 
scale industries. Another firm, 
engaged in the design and manufac¬ 
ture of high quality industrial 
sewing machines and also card- 
punching machines for another 
large scale firm, purchased all its 
forgings, castings, electrical parts, 
etc. (which accounted for about 
18% of its turnover) from other 
firms, most of whom were reported 
to be small units. 

4.2. Relationship with Sub- 
Contractors 

The procedure for selection of 
sub-contractors was also similar to 
that in Sweden. The large firms 
usually selected those units which 
gave them competitive prices, 
quality and timely delivery, though 
in certain special items they 
resorted to negotiations with only 
one or two firms. 
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5 : United States of America 


5.1. Conditions for Growth of 
Sub-Contracting system 

That the growth of multifarious 
ancillary feeder industries was an 
inevitable and essential factor in 
any scheme of industrial develop¬ 
ment was brought home to us more 
vividly during our visits to large and 
small plants in the United States 
than in any of the other .countries 
visited by us. The large hidustries 
in Sweden, Germany and Japan 
depended upon the outside sup¬ 
pliers mainly because it was not 
economical for them to produce 
those parts and components in their 
own establishments, and in a few 
cases resorted to sub-contracting to 
supplement their own capacity. 

While, in the United States also, 
similar economic considerations 
weighed with the large scale units 
to sub-contract for many of the 
items required by them, the system 
of sub-contracting to small units, 
in particular, received positive 
support from the Stores Purchasing 
Departments of the American 
Government, who have under the 
Law to ensure that “a fair propor¬ 
tion of the total purchases and 
contracts for property and services 
for the Government be placed with 
small business enterprises”. How 
the U.S. Government authorities 
implement this Congressional 
Directive is explained in detail in 
the chapter on “Purchase of Stores 


by Government”. Here, we shall 
confine our observations to the 
practices of the industrial units we 
visited, and on how these practices 
have fostered and sustained the 
growth of a large number of inde¬ 
pendent ancillary feeder industries. 

5.2. Extent of Dependence on sub¬ 
contractors 

The percentage of components, 
parts and assemblies purchased by 
factories (large or small) from sub¬ 
contractors varied with the nature 
and size of each factory. The 
larger factories generally had a 
larger portion of the parts of their 
products manufactured, assembled 
or processed by other industrial 
units. For instance, the Interna¬ 
tional Business Machine Corpora¬ 
tion estimated that 50 to 80 per 
cent of their components, depend¬ 
ing on the nature of their products, 
came from subcontractors, and 
that about one-third of these were 
from small industrial units. In the 
case of the Chrysler Corporation 
72 per cent of the value of the 
automobiles produced by them 
represented cost of raw materials 
like steel, castings and forgings, 
tyres, and over 16,000 and odd 
components and parts purchased 
from outside sources. About 40 
per cent of the components & parts 
was from small units and accounted 
for 20 to 25 per cent of the value 
of each automobile. The Bendix 



Aviation Corporation (Radio Divi¬ 
sion) estimated 50 per cent of their 
parts to be from small scale 
vendors, On the other hand, the 
D. K. Manufacturing Company, 
who are prime contractors to 
several large factories, stated that, 
besides tubes and raw materials, 
15 per cent of their total production 
included machined parts and mill 
stores from outside. 

It appeared to us that the volume 
of sub-contracting increased with 
every increase in the size of the 
operation ; this was perhaps inevi¬ 
table, as the overheads would be 
much greater if the large units 
continued to invest on machinery 
to manufacture all its parts; the 
overheads in smaller factories were 
comparatively much less and it was 
generally more economical to 
purchase from them In many 
cases, due to the high level of 
technical know-how in the country, 
the small-scale units possessed in 
their respective lines specialised 
plant, techniques and skill which it 
was advantageous and worthwhile 
for the large units to utilise. The 
proprietors of some of the small 
units we visited had, in the past 
been employees of the large con¬ 
cerns to which they were presently 
sub-contractors ; such units invari¬ 
ably enjoyed a much greater degree 
of confidence from the parent firms 
than new sub-contractors could. 

5.3. Purchase Departments of 
large units 

There is, in every large unit, a well 
organised Stores Purchase Depart¬ 
ment staffed by persons with 
specialised knowledge of the parti¬ 
cular parts and components which 
go into the products of the unit. 
It is the responsibility of these 
persons constantly to be on the 
look-out for purchase of stores, 
parts and components from other 
firms and organisations. They 
have to ensure that the stores are 
of the requisite quality and specifi¬ 
cations and that adequate stocks 


are always maintained so that there 
is no hold-up in the production 
line for want of any part or com¬ 
ponent They have also the 
responsibility to see that, in the 
case of Government contracts, a 
fair proportion of the parts is sub¬ 
contracted to small firms and to 
send periodical reports to the Small 
Business Administration about the 
extent of sub-contracts to small 
firms. 

5.4. Locating sources of supply 

The purchase departments locate 
new sources of supply by one of 
the following methods. They look 
into their own records which 
contain the names of all manufac¬ 
turers together with their address 
and items manufactured by them 
as well as their past performance 
in execution of their contracts 
The Sales Representatives of small 
units, who claim to have the 
necessary facilities for manufacture 
of specific items contact the Pur¬ 
chase Officers and supply all the 
necessary literature about their 
products. The Purchase Officers 
also get Trade Journals concerned 
with different industries, and look 
into them for new sources of 
supply. 

5.5. Procedure for selection of 
Sub-Contractors 

The large scale units generally 
select their suppliers on the basis 
of competitive tenders from four or 
five firms. This practice is not, 
however, rigidly followed in the 
case of vendors with whose supplies 
the large units are satisfied. We 
were told at all the large factories 
we visited that they generally had 
more than one vendor for supply 
of every part and component, 
except in very rare cases, and that 
they did not encourage any vendor 
to produce exclusively for them. 
This practice, in their opinion, 
encouraged healthy competition 
among several firms and helped 
towards maintenance of quality. 
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On the othef hand, it did not also 
make any unit solely to depend on 
any one large unit for the sale of 
their products. 

Before placing an order with a 
new subcontractor tie large units 
satisfy themselves about his 
technical facilities and capacity as 
well as about his financial stability 
by sending their own Engineers, 
Finance and Purchase Officers to 
his plant. Some of the large firms 
get a preliminary report on the 
financial and technical capacity of 
their prospective sub-contractors 
from special agencies which exist 
for this purpose, before sending 
their own personnel. They pro¬ 
ceed to do business with the firm 
if they get a satisfactory report ; 
otherwise, they communicate the 
shortcomings to the applicant and 
ask him to apply again for sub¬ 
contracts after remedying the 
shortcomings pointed out to him. 
In other words, they try to 
eliminate even at the outset any 
possibility of the vender not being 
able to supply the goods in time 
and according to prescribed speci¬ 
fications. 

5.6. Assistance to Sub-Contractors 

Having selected the vendors, the 
large firms are as anxious about 
the performance of the sub¬ 
contracts by the vendors as the 
vendors themselves and go all-out 
to assist them in various ways to 
ensure the successful execution of 
the contracts placed. The large 
firms not only supply the full 
technical specifications and blue¬ 
prints for their products, but also 
send their engineers frequently to 
the factories of their sub-contrac¬ 
tors to give the technical advice 
required. Further, wherever neces¬ 
sary, the large units permit the 
technicians of the sub-contractors 
to come to their factories and get 
the necessary technical guidance 
needed for execution of the 
contracts. The sub-contractors 
are usually supplied with the 


fixtures, dies and tools required 
for the parts sub-contracted to 
them, and in several cases, the 
parent firms loan out to them even 
machine tools on a rental basis. 
In a few cases testing and checking 
equipment are also loaned to the 
sub-contractors The rental charge 
is usually calculated on the basis 
of the life of the items loaned 
which is assumed to be 100 months 
in the case of tools, dies and 
fixtures and 200 months in the case 
of machine tools. 

The Chrysler Corporation followed 
a dual policy in supply of tools to 
their sub-contractors. Either they 
purchased the tools themselves and 
loaned them to their sub-contractors 
on rental basis or they permitted 
their sub-contractors to buy those 
tools and adjusted their cost 
against the payments to be made 
to the latter for the components 
supplied. 

Another novel type of assistance 
given by Chryslers to small business 
companies was in the form of 
incentives to harness the ingenuity 
of the smaller firms. If a small 
company had a bright idea which 
it could not develop on its own, 
it could take it to Chryslers, whose 
engineers, if they found it worth 
developing, would give the idea a 
concrete shape. A patent could 
then be taken out in the joint 
names of Chryslers and the small 
business ; or a design patent could 
be taken out in the name of the 
Chrysler Corporation and the 
manufacturing patent in the name 
of the originator of the idea. 

The problem of raw materials 
did not seem to present any 
particular difficulty. The raw 
materials are easily available either 
indigenously or from imports, and 
there was therefore no necessity for 
the units to supply to their sub¬ 
contractors any of the raw 
materials required. In very rare 
cases, however, where the parent 
firm insisted on very special 



specifications, they supplied the raw 
material to the sub-contractors. 
Some of the smaller units purchase 
their raw materials in bulk, as it 
means a favourable price, in anti¬ 
cipation of the requirements of the 
large business to which they were 
subcontractors. 

5.7. Price Fixation 

The purchases from sub-contractors 
are made in accordance with a 
General Purchase Agreement 
entered into with them; As pointed 
out above, the price of the compo¬ 
nent part is determined on the 
basis of competitive quotations 
from different tenderers. But 
there are cases where the price is 
also determined by negotiation on 
a time and material basis ; in such 
cases, the sub-contractors are 
generally allowed a profit margin 
of about 10 per cent over the costs 
of manufacture. 

5.8. Payments 

The sub-contractors are usually 
paid on completion of the 
deliveries. In some cases the large 
units effect payments to their sub¬ 
contractors on a monthly basis 
upto 75% of their estimated 
monthly expenditure. 

5.9. Quality Consciousness 

The parent firms never compro¬ 
mised in the matter of the quality 
of the supplies from the sub¬ 
contractors, as the reputation of 
their own products was involved. 
All the supplies from the sub¬ 
contractors were subjected to a 


rljid inspection, and those that 
did not conform to specifications 
were rejected outright. We were, 
however, told that the inspection 
was by random sampling in regard 
to the products of the vendors 
whose supplies had been consistent¬ 
ly satisfactory for a long period- 

The vendors themselves were 
noticed, in most cases, carefully to 
test their products in their own 
factories before despatch. The 
extent of quality consciousness can 
be illustrated by describing the 
methods in some of the plants we 
visited. A feeder unit to several 
large concerns including aircraft 
manufacturers, had most of the 
equipment required for testing its 
products. The unit had also an 
elaborately equipped metallurgical 
laboratory for the purpose. An 
electroplating company with about 
150 employees, and having some of 
the big aircraft, automobile and 
business machine manufacturing 
concerns amoug its customers, had 
an up-to-date laboratory equipped 
with modern electronic thickness 
tester and various kinds of testing 
equipment to ensure uniform plat¬ 
ing to thicknesses specified by their 
customers. In yet another factory, 
the products underwent a stage-to- 
stage checking, and the owners 
had their own specially improvised 
equipment for the purpose. There 
was no doubt that this kind of 
extreme quality consciousness on 
the part of the small units them¬ 
selves went a long way towards 
inducing the large units t ? go in 
for sub-contracting to the largest 
possible extent. 
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6 ; Japan 


The process of sub-contracting to 
small industries, has developed in 
Japan, not due to any special 
steps taken by Government or to 
efforts of any other organisation 
specifically in this direction, but 
as a normal feature of Japanese 
economy. Japanese industry 
depends for its sustenance to an 
appreciable exent on exports. 
Particularly after World War II, 
there was chronic shortage of 
capital, besides the problem of 
unemployment on a very extensive 
scale. This perhaps explains why 
entrepreneurs welcomed a certain 
dispersal of risks and invested only 
on very essential capital equipment, 
so as to be able to better with¬ 
stand the strain and stress of the 
widely fluctuating demand for their 
products At the same time, there 
was a number of small entrepre¬ 
neurs, who were able to deliver 
parts and components of quality 
at a lesser cost than the large 
ones could produce with their 
comparatively heavier overhead 
expenses. 

6.1. Extent of Dependence on 
Small Units 

The following table compiled by 
the Smaller Enterprise Agency in 
the Ministry of International Trade 
and Industry, Government of 
Japan, gives an idea of the degree 
of dependence of the big industries 


on sub-contractors in terms of 


production cost: 

Industries % 

Sewing machines 40 

Ammunition 40 

Bicycles 31 

Gauges 30 

Weaving Machines 28 

Automobiles 28 

Optical & Precision Instruments 26 
Motor Bicycles 25 

Other Industrial Machines 21 

Communication Apparatus 20 

Watches 19 

Vehicles 18 

Electric Motors 17 

Ship Building 15 

Electric Appliances 11 

6.2. Some Examples 


One of the factories of Tokyo 
Shibaura Electric Co. (Toshiba) 
Tokyo, which had over 7500 
employees on its rolls, claimed that 
their sub-contractors, large and 
small, numbered well over 300. 
It was estimated that 30% of their 
total purchases represented the 
value of parts and components 
purchased from outside and 4.7% 
more was the cost of processing 
by other firms. All the sub¬ 
contractors were reported to 
be independent of any financial or 
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riianageria! control by the Tokyo 
Sbibaura Electric Co. Another 
large firm, which the Team visited 
and which produced various kinds 
of electric measuring instruments 
was also reported to purchase 
parts representing 27% of its total 
production cost from over 200 sub¬ 
contractors, We also visited a 
large firm specialising in the 
manufacture of a number of 
automotive parts, such as tail 
lights, safety reflectors, small 
and medium heavy pressed parts, 
etc. which were reported to be 
supplied to seven large motor 
vehicle manufacturing firms in 
Japan. 

One of the ancillaries to the 
Tokyo Shibaura Electric Co. had 
about 130 employees and supplied 
97% of its production to Toshiba. 
Another unit was engaged in the 
manufacture and processing of 
parts and components (switches 
of various types, television parts, 
etc.) required by the Toshiba group 
of concerns ; they were also 
manufacturing parts for radio sets, 
refrigerators and other household 
electric appliances. As, however, 
these products were marketed by 
Toshiba, this unit appeared to be 
a subsidiary to this large firm. 
Our programme of plant visits 
had to be kept to the minimum 
due to the short time at our 
disposal in Japan ; but these units 
seemed to be typical of the feeder 
industries in Japan. 

6.3. Procedure for Selection of 
Sub-Contractors 

The general practice of large units 
seems to be that at least 3 sub¬ 
contractors have to submit their 
estimates before final selection of 
a sub-contractor for any item to 
be purchased from outside. The 
price of sub-contracted parts is 
generally fixed on the basis of 
competitive quotations, and 
wherever price is fixed by negoti¬ 
ations, a profit of about 20% 
(including overheads) is allowed 


to the sub-contractors. Before 
awarding the contract to any 
small unit, the parent firm usually 
examines the sub-contractor’s 
technical competence and capacity, 
his labour conditions, quality 
control methods etc. to satisfy 
itself whether the sub-contractors 
could reasonably be expected to 
deliver goods of specified quality 
on schedule. 

In the case of the automotive 
parts manufacturing firm referred 
to above we were told that specific 
agreements were entered into with 
the car makers for supply of definite 
quantities for 6 months to one 
year, with a provision for variation 
of the prices depending upon the 
market conditions. The dies and 
tools etc. used by the firm were 
also paid for by the car makers. 

6.4. Payment to Sub-Contractors 

The payments are generally made 
by the large firms within one 
month from the date of delivery 
of the components and parts. In 
some cases, the large scale units 
also advanced to their sub-contrac¬ 
tors funds for execution of the 
contracts placed on them. 

6.5. Assistance to Sub-Contractors 

The assistance given to sub¬ 
contractors for execution of the 
contracts varied with individual 
parent firms. If the sub-contractors 
are suppliers exclusively to one 
large unit and function more or 
less as subsidiary to the latter, 
the assistance that they received 
was naturally much more than 
was available to small scale units 
which did sub-con trading work 
for a number of firms. The Tokyo 
Shibaura Electric Co. sometimes 
provided their sub-contractors 
with special facilities or equipments 
to ensure the quality of the parts 
sub-contracted and delivery on 
schedule, although normally they 
expected their sub-contractors to 
handle such specialised operations 
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as painting, gilding and plating by 
themselves. 

It was interesting to note that the 
Tokyo Shibaura Electric Co. had 
helped in the formation of a 
Co-operative of its sub-contractors 
(about 45 members), with a view to 
promoting effective liaison between 
the Company on the one hand and 
the sub-contractors on the other 
in the matter of securing sub¬ 
contracts and in solving technical 
and other difficulties. 

We were told at another plant 
that the sub-contractors were given 
jigs and fixtures free of charge but 
that rent was being realised for 
any machinery that may be loaned 
out to them for this purpose. The 
parent firm also assisted their sub¬ 
contractors in getting adequate 
finance from banking institutions. 

The technical personnel of the 
parent firm also give a lot of 
guidance and assistance to their 
subcontractors for maintaining 
the quality of their products. The 
full manufacturing drawings and 


specifications are always supplied 
to the sub-contractors. 

In the matter of raw materials 
also, the extent of assistance given 
by the large units varied with the 
extent of the control exercised by 
them over their sub-contractors. 
In some cases, the materials were 
supplied by the parent company 
and the sub-contractors only pro¬ 
cessed them on contract basis. In 
some other cases, the raw materials 
were purchased by the sub¬ 
contractors themselves for manu¬ 
facture of the parts and components 
required by the parent company. 

It is our impression that the 
development of small feeder units 
in Japan has taken place not 
through any systematic pro¬ 
motional measure adopted either 
by Government or any private 
organisation, but purely through 
the collaboration of large and small 
concerns on a voluntary basis, and 
for economic reasons ; also that 
very close cooperation existed 
between the large firms and their 
sub-contractors. 



7 : Conclusion & Recommendations 


The system of sub-contracting has 
not developed to any appreciable 
extent in India. Generally the 
large units try to be as self-contain¬ 
ed as possible in the manufacture 
of the parts and components 
required by them. Although they 
recognise the importance of sub¬ 
contracting in increasing their own 
productivity and in bringing down 
the cost of their products to the 
ultimate consumers they are relu¬ 
ctant to depend on small scale units 
for parts and components, as they 
cannot always be sure of their 
delivery in time and according to 
required specifications. They point 
out, and rightly too, that the 
delivery of sub-standard quality or 
late delivery of just one single 
component may upset their entire 
production line leading to heavy 
financial losses as well as temporary 
unemployment of their workers and 
other staff. 

On the other hand, the small scale 
units have their own difficulties. 
While units established for a long 
time do not have many problems 
regarding raw materials, technical 
know-how etc. the difficulties are 
acute for newly established units. 
In India, the sub-contractors do not 
get any financial or technical 
assistance from the large scale units. 
They are not usually supplied with 
the jigs, tools and fixtures necessary 
for undertaking the manufacture 
of components and parts required 


by large units ; nor are they in a 
position to Invest on these items, 
unless they have some assurance 
of fairly long-term contracts from 
the large scale units. 

It is peculiar that there are so 
many difficulties in the development 
of sub contracting and ancillary 
industries especially when the 
system offers mutual economic 
advantages to the small units and 
to a much greater extent, to the 
large industries themselves The 
explanation for this state of affairs 
is perhaps to be found in the fact 
that India is a newly industrialising 
country and has not developed 
industrial traditions in the same 
way as some other countries have. 
Another possible explanation may 
be that the number of technically 
competent small units is still far 
from adequate to meet the special¬ 
ised needs of the large units. 

In view, however, of the great 
possibility of increasing industrial 
productivity and efficiency and 
reduction in costs of manufacture 
by the system of sub-contracting, 
the Government of India have 
initiated a scheme through the 
National Small Industries Corpora¬ 
tion. The scheme has two 
objectives—(a) to develop new 
small units around large units as 
perpetual feeders of specialised 
components and parts and (b) to 
persuade large units to purchase 
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at pro-determined prices the parts 
and components required by them 
from existing small units which 
have ample capacity. To the new 
units sponsored by the N.S.I.C. 
as ancillaries, certain special con¬ 
cessions are allowed in respect of 
earnest money deposit, interest 
rates and period of re-payment 
of instalments due on the machinery 
and equipment supplied on hire- 
purchase basis, The Corporation 
also gives incentives to large units 
to prefer smaller units for purchase 
of their requirements by offering, 
under certain circumstances, to 
under-write or undertake the con¬ 
tract on behalf of the small units. 

This scheme has not made any 
significant progress, because of the 
difficulties pointed out above. It 
is also doubtful whether any sub¬ 
stantial progress can be achieved 
through the efforts of one single 
organisation like the N.S.I.C. 
To achieve any measure of success 
in developing the system in India, 
there should be a coordinated 
attempt by all the organisations 
concerned with the industrial 
development of the country. Trade 
and Industry Association, Chambers 
of Commerce, Government Orga¬ 
nisations like the N.S.I.C., Small 
Industries Service Institutes etc., 
the large industrial undertakings in 
the Public as well as in the Private 
Sectors, the Small Industries Associ- 
ations in the different States, and, 
last but not least, the small 
industries themselves —each of 
these has a part to play in develop, 
ing the system of sub-contracting 
and ancillary industries in India. 

For instance, the Small Industries 
Associations in each State can, in 
cooperation with the large units 
in their area, bring out an annual 
Directory of Small and Large 
industries, on lines similar to those 
of the Swedish Mechanic Associa¬ 
tion, described above. The 
Directory should contain informa¬ 
tion which will help all the 


manufacturing units in knowing the 
requirements of each other and to 
facilitate mutual contacts. 

The large units should themselves 
take greater interest in developing 
ancillaries not merely for the 
purpose of encouraging small 
industries but in their own interest 
for increasing their productivity. 
They should not consider that 
delivery of sub-contracted parts or 
components in time and according 
to the specifications is the sole 
responsibility of the small units. 
They should realise that it is also 
their responsibility to ensure the 
satisfactory execution of their 
orders by the small units concerned 
by giving them active technical 
and other assistance. It should be 
possible for them to give to their 
sub-contractors free of cost the jigs, 
tools and fixtures necessary for ex¬ 
ecution of the orders. They should 
give them the full working draw¬ 
ings and detailed specifications of 
the parts sub-contracted. Wherever 
necessary, they should also in the 
initial stages give suitable training 
to the technicians of their sub¬ 
contractors in their own factories 
so that they achieve the required 
technical competence to execute 
the sub-contracts satisfactorily. 

It is suggested that arrangements 
may be made by Government arid 
Trade Associations for display of 
parts and components of machinery, 
Railway Stores, motor vehicles etc. 
together with their drawings and 
specifications, at different centres. 

Government’s policy of encourag¬ 
ing small scale units should be 
brought adequately to the notice of 
the large units in the private sector 
through the Federation of Cham¬ 
bers of Commerce and Industry, 
All India Manufacturers’ Organisa¬ 
tion and other Trade and Industry 
Organisations asking them to per¬ 
suade their constituent members to 
utilise the sub-contracting capacity 
of the small units in the country to 
the maximum extent possible and 
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to take active steps for establish¬ 
ment of new units, and in doing so, 
give positive assistance to those 
units in executing the sub-contracts 
instead of merely leving it to them 
to depend on their own limited and 
inadequate resources. 

Government could in any case 
give a positive lead in this direction 
by seeing to it that the public sector 
projects follow the policy of buying 
the maximum possible number of 
their parts, components and assem¬ 
blies or sub-assemblies required by 
them from existing small scale 
units, as well as promoting the 
establishment of new units to meet 
their needs. 

Government could also exert some 
pressure on the new units that are 
fast springing ud all over the 
country by persuading them to 
invest on new machinery and equip¬ 
ment only after satisfying them¬ 
selves that they cannot get the 
items manufactured by small units 
in the country. 

The Small Industries Service 
Institutes which have been establish¬ 
ed in all the Stales can play a 
notable part in this matter. The 
technical officers of the Institutes 
should be in constant touch with 


the large industries in their arei 
with a view to finding out the 
possibilities of getting as many of 
the parts and components as 
possible manufactured by small 
units in their jurisdiction. They 
could give the required technical 
assistance to the small sub-con¬ 
tractors by ensuring that samples 
or prototypes of the items to be 
manufactured are always available 
to the small units, by helping the 
small units in drawing up assembly 
and sub-assembly drawings, in 
preparing the working drawings 
required for the manufacture of the 
products in consultation with the 
large units, and by helping them to 
get the raw materials of the requir¬ 
ed standards and quality etc. 

The Small Industries Associations 
which have now been established 
in most of the States have also to 
play a very important part in bring¬ 
ing home to their members that 
they should develop a greater sense 
of quality consciousness and 
greater sense of responsibility in 
meeting the requirements of the 
large units. It should be the 
function of the small industries 
associations concerned to ensure 
that the small units in their 
jurisdiction constantly strive to 
improve their quality and efficiency. 
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PART III : STORES PURCHASES 
BY GOVERNMENT 


If an industrial unit has a ready market for whatever it produces 
it gets an incentive to increase its productivity. Government which 
purchases a huge amount of stores for its diverse developmental pro¬ 
jects and defence requirements can provide such an incentive to 
small industries, by encouraging them to the extent possible to 
participate in supply of such stores, either as prime contractors or as 
sub-contractors to prime contractors. 


8 : Sweden Germany & Japan 


The Team did not get any oppor¬ 
tunity to discuss the policies of 
the Governments in Germany or 
Sweden in this matter. However, 
it was gathered that the Swedish 
Government did not show any 
special preference to small indust¬ 
ries in the purchase of its stores, 
and that some kind of preferential 
treatment was given to certain 
industries which have to be suppor¬ 
ted for maintaining the level of 
employment in any particular 
locality in the country. 


In Japan, the Team was told that 
the main suppliers of stores to 
Government were mostly small 
and medium industries, and that 
the problem of giving special en¬ 
couragement to these industries 
had not, therefore, faced the 
Government. There was no Central 
Purchase Organisation for procure¬ 
ment of Government stores, but 
it was understood that the Japanese 
Government was likely to review 
its Stores Purchase Policy in the 
light of the Policy followed by the 
Indian Government. 
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9 : Uhited States of America 


9,1 Procurement Policy 

As pointed out already, it is a 
matter of State Policy in the United 
States “to insure that a fair pro¬ 
portion of the total purchases and 
contract for property and services 
for the Government be placed 
with small busines enterprises” 
and thus “to mail tain and streng¬ 
then the overall economy of the 
Nation.” 

There is no unified Government 
Purchase Organisation in the United 
States fir procurement of all 
Government stores. Except for 
such common items as stationery, 
furniture, etc. each Federal Depart* 
ment or Agency makes its own 
arrangements for purchase of the 
stores peculiar to its needs. The 
Purchase Offices of these Depart¬ 
ments or Agencies, Civil or 
Military, are all organised in such 
a way that small businesses are 
given every opportunity and 
assistance to participate to the 
maximum extent possible in supply¬ 
ing stores. In order to ensure that 
the policies and procedures of 
these olfices actually lead to in¬ 
creased participation of small 
business in supplies to Govern¬ 
ment, they work in close liaison 
with the bmall Business Admini¬ 
stration which assists small 
business in a variety of ways to 
obtain and carry out Government 
contracts. 


9.2. Organisations Visited 
The members of the Team were 
provided opportunities of discus¬ 
sing the functions, procedures and 
organisation of the General Services 
Administration, the Air Procure¬ 
ment District Office at New York, 
the Air Force Small Business 
Olfice at the Pentagon in Washing¬ 
ton, ana lhe Small Business 
Administration Office in New 
York as well as its headquarters 
in Washington. A short description 
of the activities of each of these 
organisations in regard to increas¬ 
ing participation of small business 
in Government procurement is 
given below. 

9 3. Small Business Administration 

As mentioned earlier the Small 
Business Administration is an 
Agency set up by an Act of 
ot the Congress specifically to aid 
small businesses in the United 
States in a variety of ways. One 
of their major responsibilities is 
to ensure that the Congressional 
directive “that a fair proportion 
of the total purchase of contracts 
for property and services .... be 
placed with small business enter¬ 
prises” is actually translated into 
practice by the various purchasing 
oragnisations in the country. For 
this purpose th.- Administration 
works closely with the principal 
purchasing agencies of the Federal 
Government in developing policies 
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and procedures that will lead to 
increased contract awards to small 
firms. At the same time the 
Agency provides a wide*'faHSe 
of services to individual 1 smftlU 
firms to help them to obtain and 
carry out Government contracts. 

Some of the important ways in 
which the Agency assists small 
firms in the matter of Government 
procurement are described below : 

(a) Restricting purchases to 
small business: In cooperation 
with major Government purchasing 
agencies the Small Business 
Administration arranges for ‘‘set 
asides” in whole or in part of 
items for bidding and purchase 
exclusively from small enterprises, 
if there is reasonable expectation 
that sufficient number of small 
enterprises will quote a satisfactory 
price for them. To carry out this 
joint “set aside” programme, the 
S B.A. has assigned representatives 
to the various purchasing offices 
where, in cooperation with procure¬ 
ment officials concerned, the S B.A. 
representatives screen proposed 
purchases jointly to determine 
whether small firms can supply 
items or services and to evaluate 
the small business competition. 
However, the decision to reserve 
all or part of a particular purchase 
for award to small firms must be 
made jointly by S.B.A. and the 
purchasing agency; the Small 
Business Administration cannot 
act alone in this matter. If the 
representative of the purchasing 
agency does not accept the advice 
of the S.B.A. representative, the 
case may be referred to the Secretary 
of the Department or the Head 
of the Agency involved. 

Since the start of the S.B.A. joint 
set aside programme in August 
1953, procurement valued at 
4,062,208,070 dollars has been set 
aside for competitive award 
to small business concerns. The 
statement at page 27 indicates the 


results of the Joint set aside pro¬ 
gramme from January to June 
1959 in the various purchasing 
agen’die's of the Government, Civil 
and Military. 

(b) Certificates of Competency : 
The Small Business Administration 
has the authority to certify that a 
small firm or a small business 
defence production pool has the 
necessary financial means and 
productive capacity to carry out a 
specific Government contract. 

This means that the small firm, or 
small business defence production 
pool, which meets all requirements 
for a specific contract award except 
those of financial and technical 
ability, may ask S.B.A. to study its 
financial condition and productive 
facilities to determine whether, in 
the Agency’s opinion, it can meet 
the contract requirements. Tf 
S.B.A.’s investigation reveals that 
the company is competent to 
perform the contract, the Agency 
issues a certificate to this effect. 

Certificates of competency are 
issued by S.B.A. only under the 
following conditions : 

(i) The small firm or small 
business defence production pool 
applying for a certificate has 
submitted the lowest responsive bid 
on an advertised purchase or has 
submitted a proposal on a negotiat¬ 
ed purchase that is within price 
negotiation range. 

(ii) The Government official 
reponsible for making the purchase 
does not consider that the bidder is 
able to carry out the particular 
contract, either for financial or 
production reasons, or both ; and 

(iii) A survey by S B.A’s financial 
and production specialists has 
convinced the Agency that the firm 
is capable of performing the 
contract satisfactorily. 

The certificate is sent to the 
Government purchasing officer 
responsible for award of the 
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JOINT SET ASIDE PkOGRAMME 

January to'June 1959 


Number of Contracts 

Dollar values of contracts 

(in thousands) 


Set-Asides 
initiated 
by small 
Business 
Adminis¬ 
tration 

Agreed 
to by 
Purchas¬ 
ing 

Agency 

Procure¬ 
ments 
awarded by 
Purchasing 
Agency* 

Set-Asides 
initiated 
by Small 
Business 
Adminis¬ 
tration 

Agreed 
to by 
Purchas¬ 
ing 

Agency 

Procure¬ 
ments 
awarded by 
Purchasing 
Agency 

Department of 
Defence 

12,451 

11,483 

9,994 

9,15,315 6,50,382 

5,04,240 

General Services 
Administration 

772 

731 

528 

67,817 

42,865 

13,073 

Department of 
Commerce** 

479 

449 

435 

15,785 

13,281 

9,251 

Department of 
Interior 

144 

144 

107 

2,229 

2,229 

1,054 

Department of 
Agriculture 

141 

139 

122 

2,315 

1,865 

1,508 

Veterans 

Administration 

99 

97 


2,061 

1,978 

2,067 

Post Office 

Deptt. 

49 

43 

56 

[8,220 

1,365 

1,095 

Other Agencies 

17 

17 

17 

203 

203 

250 

Total 

14,152 

13.103 

11,346 

10,13,945 7,14,168 

5,32,538 


* The awards resulted in 14,279 contracts to small business firms. 

*" Includes Department of Commerce and Federal Aviation Agency cases. 
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contract. By law, he must accept 
the Agency’s findings as conclusive, 
as far as financial and technical 
requirements of the particular 
contract are concerned. 

When a contract has been awarded 
as a result of issuance of a 
certificate of competency, S.B.A. 
follows the progress of the contract 
until it is completed. If the 
contractor has difficulty in meeting 
production schedules because of 
technical or other problems, the 
Agency assists him in solving them. 

(c) Information on Government 
Baying: As a basic part of its 
programme to increase opportuni¬ 
ties for small business concerns to 
sell to the Government, the Small 
Business Administration provides 
small firms detailed information on 
how the Government buys products 
and services and the agencies which 
buy them, packaging specifications 
which Government suppliers must 
meet, necessary steps in getting 
on the bidder lists of the Purchasing 
Agencies, etc. 

S B A. carries on this broad 
information programme in three 
main ways: by counselling in¬ 
dividual small business owners and 
managers, by arranging procurement 
“opportunity meetings” for small 
business concerns, and by providing 
helpful publications on various 
aspects of selling to the Govern¬ 
ment. 

In S.B.A’s counselling service, 
Agency staff members assist in¬ 
dividual small business owners and 
managers in determining what 
products or services their firms can 
supply to the Government and 
which agencies and purchasing 
offices are their prospective 
customers. They explain to the 
businessmen how and where to 
obtain Government specifications 
for the particular products or 
services, and how to have their 
firms listed on the appropriate 
bidders’ lists. 


The Small Business Administra¬ 
tion’s procurement opportunity 
meetings are arranged by the 
Agency in cooperation with the 
major Government purchasing 
agencies, local chambers of com 
merce, manufacturers’ associations, 
and other business groups, and 
major Government prime con¬ 
tractors At these meetings 
representatives of small firms hear 
purchasing officials of the Govern¬ 
ment and large prime contractors, 
discuss their buying procedures, 
the types of items they buy, and 
their current needs. Small business 
owners and managers also can 
stuay bid-invitations for products 
and services needed by the Govern¬ 
ment and can examine samples of 
items bought by the Government 
or by prime contractors who are in 
need of additional qualified sub¬ 
contractors 

The Small Business Administration 
also makes available to small firms 
several helpful publications on 
selling to the Federal Government. 
These include the “U S. Govern¬ 
ment Purchasing and Specifications 
Directory” and a number of 
“Management Aids” The Aids 
are practical, authoritative articles 
on various aspects of selling to the 
Federal Government or carrying 
out a Government contract. 

( d) Inventory of Small Plant 
Facilities: Each regional and 
larger branch office of the Small 
Business Administration has com¬ 
piled a record or inventory, of the 
productive facilities of small 
business concerns in its area. The 
record has two purposes: to 
provide data on small firms for use 
in the event of Defence mobilisa¬ 
tion, and to enable the Small 
Business Administration to bring 
prime contract and sub contract 
opportunities to the attention of 
the listed firms. 

A small business owner who 
wishes to have his firm’s facilities 
listed in the facilities inventory 



should write to or visit the nearest 
Small Business Administration 
regional or branch office. The 
Agency will provide a brief 
questionnaire on which he can list 
his firm’s productive facilities and 
other pertinent information. Or, 
if the businessman prefers, he may 
send to the S.B.A. a brochure or 
letter containing detailed informa¬ 
tion about his firm’s facilities, 
products, resources, and history. 

The information furnished to the 
Agency will be classified and placed 
in the facilities inventory. S.B.A. 
will then be able to notify the firm 
of proposed Government purchases 
which it can produce and on which 
it may wish to bid. This service 
will be continued until the firm 
has had time to obtain listing on 
the appropriate Government bidders 
lists. After that, prime contract 
notifications from S.B.A. will no 
longer be necessary, since the 
small firm will receive information 
on proposed purchases from the 
purchasing agencies themselves. 
However, S.B.A, will continue to 
notify the small firm of suitable 
sub-contracting opportunities. It 
will also consider the firm’s pro¬ 
ductive facilities when answering 
requests for help in locating small 
businesses which have unusual skills 
or highly specialised machine tools 
and equipment. 

Small firms which register their 
facilities with S.B.A. are awarded 
certificates stating that they are 
participating in the inventory in 
the interest of national defence. 

(e) Sub-contracting Assistance : 
The Small Business Administration 
seeks not only to increase the 
volume of Government prime 
contract awards to small business 
concerns, but also to increase sub¬ 
contract awards to small firms by 
Government prime contractors. 
This is particularly important, 
because in the case of many 
Government purchases. for 
example, of large and complex 


military items, sub-contracting is 
the only practical way for small 
firms to participate. 

S.B.A’s field offices serve as a 
central point through which prime 
contractors and small sub-con¬ 
tractors can be brought together. 
By means of the facilities inventory, 
S.B.A’s procurement specialists 
can direct prime contractors to 
small firms which have desired 
facilities and skills. In like manner 
the small firm which calls on 
S.B.A. for sub contact assistance 
can be directed to prime contrac¬ 
tors who need additional sub 
contractors. 

S.B.A’s sub-contracting assistance 
programme is coordinated with 
that of the Department of Defence, 
which urges firms receiving military 
prime contracts of more than one 
million dollars to designate a small 
business liaison officer with res¬ 
ponsibility for sub-contracting 
work to small firms. S.B.A. field 
offices are in close touch with these 
liaison officers to learn of their 
sub-contracting needs, and to 
recommend small firms which have 
the needed facilities. 

The Agency is, constantly explor¬ 
ing ways to achieve greater small 
business participation in sub¬ 
contracts. For instance, the 
following recommendations have 
been made to the Department of 
Defence: 

(a) That the Armed Services 
Procurement Regulation be 
amended to include more 
specific authority to hold 
procurement agencies account¬ 
able for sub-contracting of 
Government work by prime 
contractors; 

(b) That the Armed Services 
Procurement Regulation be 
changed to provide that sub¬ 
contracts be placed under the 
same procurement procedures 
as those affecting the placement 
of the prime contract by the 
contracting officer; and 
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(c) That weapons system contracts 
be curtailed and administered 
so that contractors will not be 
permitted to acquire additional 
facilities at Government ex¬ 
pense when such facilities are 
currently in the hands of small 
business concerns. 

(/) Increasing Small Business 
Competition : The Small Business 
Administration is working to 
increase participation by small 
business concerns in those Govern¬ 
ment purchases which at present are 
supplied by a small number of 
suppliers or which are supplied 
chiefly by large firms. To accomp¬ 
lish this S. B. A’s representatives 
at procurement centres review 
proposed purchases to determine 
whether prospective bidders for 
the contracts include an adequate 
number of small firms. When 
there is insufficient small business 
competition, the Agency represen¬ 
tatives obtain the names of addi¬ 
tional small business suppliers from 
S. B. A’s facilities inventory, and 
these names are then used to 
supplement the bidders lists. 

A list of items and services for 
which additional small business 
suppliers are needed is maintained 
by S. B. A. field officers. 

S. B, A. has also arranged with 
various local purchasing offices— 
Federal, State, Country and City— 
to provide them with names of 
small business suppliers, thereby 
increasing small business compe¬ 
tition on their purchases. 

(g) Emergency powers : Section 8 

(a) of the S. B. A. Act of 1958 
empowers the Administration to 
enter into contracts with any 
Department or Agency of the U S. 
Government for furnishing supplies 
and services and to arrange for the 
purpose of such contracts through 
subcontracting to small business 
concerns or others as may be 
necessary. This is a power which 
the S, B. A. can use at appropriate 


times and during emergencies for 
the benefit of small businesses. 

9.4. Genera) Services Administra¬ 
tion 

In addition to buying most of the 
equipment and supplies for non¬ 
defence agencies of Government, 
this organisation handles some 
items for the armed services, such 
as household furniture, tyres, 
batteries, and so on. It is also 
responsible for buying and handling 
the strategic and critical materials 
needed for national defence, as 
well as for Administration of the 
National Industrial Reserve, etc. 
There are 10 Regional Offices of 
this Administration in different 
parts of the country. The Team 
visited the Regional Office of the 
General Services Administration at 
New York, where the Chiefs of the 
different divisions explained their 
activities with particular reference 
to small business. 

Broadly speaking, the General 
Services Administration tries to 
obtain “a fair proportion” of its 
supplies and services from small 
business by 

(a) Exclusive or partial reservation 
of items for purchase from small 
units. 

(b) Assistance to deal directly with 
Government instead of through 
intermediaries. 

(c) Price preference of up to 20% 
in case of negotiated business. 

Business Service Centre : The 
regulations of the G. S. A. speci¬ 
fically prohibit the use, by the 
contractor, of any agency other 
than bona fide employees or bona 
fide commercial agencies maintained 
by him for the purpose of securing 
business. The Business Service 
Centre attached to this office assists 
suppliers of stores to Government 
in following Government proce¬ 
dures and formalities and helps 
them to deal with Government 
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directly instead of through middle* 
men. It was claimed that this 
service has been of very great value 
particularly to small business, 
who are not as adequately equipped 
as large business houses in regard 
to administrative or technical 
staff. The Business Service Centre 
also organised at different places in 
the country meetings of small 
business to whom samples of the 
actual stores required by the G.S.A. 
were exhibited. 

“Set asides’’ for Small Business : 
The Buying Division consists of 
two branches - the Inventory 
Management Branch and the Non- 
Stores Purchase Branch. The 
former, staffed by commodity 
specialists, has to determine the 
quantity to be purchased of the 
9,000 and odd items included in the 
G. S. A’s Stores Catalogues, taking 
into account the demand and the 
stock-in-hand of individual items 
and also to take action for the 
procurement of those items. The 
Non-Stores Purchase Branch is 
responsible for procurement of 
items which are not included in any 
of the Stores Catalogues. In the 
purchase of either the Stores 
Catalogue or the Non-Stores 
Catalogue items, this Division “sets 
aside” for procurement from small 
business as man items as possible 
on the advice of the S. B. A. 
representative who works with 
them for three days every week. 
Some of the items are purchased 
exclusively from small scale units, 
while only a certain portion of the 
others are set aside for procurement 
from small business. Under certain 
circumstances when prices have to 
be negotiated with small business, 
they are given a price preference 
of up to 20% over the price at 
which the same articles could be 
purchased from large units. 

The National Buying Division 
(Federal Supply Service) is respon¬ 
sible for procurement of stores for 
various Agencies of Government, 
and disposal of excess property. 


The corresponding division at the 
headquarters at Washington does 
not do the buying as such, but dis¬ 
tributes the indents to the Regional 
Offices which are responsible for 
placing orders with individual 
firms. In every procurement, the 
extent of “set aside” for small 
business is discussed between the 
commodity specialist and the 
S.B.A. representative assigned to 
this Division. If there is to be no 
“set aside” for small business, 
adequate justification has to be 
given. In case of difference of 
opinion between the commodity 
specialist and the representative of 
the S. B. A., the case has to go up 
to a higher level for decision which, 
we were told, was invariably in 
favour of small business 

Similarly, the Motor Equipment 
Division endeavoured to purchase 
as many components and parts as 
possible from small eterprises and 
to entrust repairs of vehicles to 
small businesses. 

Technical assistance : The Quality 
Control Division of the Regional 
Office of the G. S. A. helps small 
units to maintain and/or improve 
their techniques of production by 
means of what is called a “surveil¬ 
lance inspection” by competent 
technical officers. 

9.5. Department of Defence 

Fach of the three Services in the 
Department of Defence—the 
Army, the Navy and the Air 
Force—has its own Procurement 
Agencies for purchase of the stores 
required by it. Some of the stores 
are, however, purchased for all the 
services by the Procurement 
Agency of one Service which has 
the predominant interest and 
experience in handling a particular 
commodity, as for instance, 
Lumber by the Army Corps of 
Engineers,. Paint by the Navy 
Bureau of Supplies and Accounts, 
Autos and Trucks by the Army 
Ordnance Corps, Photographic 
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equipment by the Air Force Air 
Material Command, etc. 

All the Agencies in the Depart¬ 
ment of Defence follow an active 
and continuing programme to 
afford the small business an 
equitable opportunity to compete 
in supplying Defence procurements. 
In this programme, they work in 
close liaison with the Small Busi¬ 
ness Administration. Small busi¬ 
ness are granted certain 
preferential treatment in some 
instances in the award of military 
contracts; selected procurement 
may be set aside in whole or in 
part for exclusive participation 
of small business. In the case of 
items not so reserved, and other 
things being equal, preference in 
award is given to small business 
concerns. Whenever the technical 
competence of a particular small 
business is questioned by the con¬ 
tracting officer in any of the wings 
of the Defence Department, the 
S.B.A. steps in to issue to the 
firm a certificate of competency 
which is accepted as conclusive by 
the contracting officer. The S B.A. 
reviews the bidders’ lists in the 
military departments from time to 
time and endeavours to discover 
additional potential small business 
suppliers for such lists. 

In the procurement of major 
items like aircraft, ships and 
combat vehicles which are generally 
beyond the production capacity 
of small concerns, the Army, the 
Navy and the Air Force have made 
agreements with their larger 
contractors requiring them to 
make the maximum practicable 
utilisation of small business con¬ 
cerns as sub-contractors for parts 
and components within the capacity 
of small concerns. This is known 
as the Defence Small Business Sub¬ 
contracting Programme, and it is 
worked not only by the large prime 
contractors of the military depart¬ 
ments but by many of their major 
sub-contractors as well. 


9.6. Department of The Air Force 

Headquarters Organisation t The 
programme of small business 
participation in Air Force proc¬ 
urement is given very great 
importance. There is a high-level 
officer known as the Chief, Office 
of Small Business, directly under 
the Deputy Chief of Staff, 
Material, at the U.S. Air Force 
headquarters in the Pentagon, 
Washington. He is also the Small 
Business Adviser to Assistant 
Secretary of the Air Force Material 
and to the Deputy Chief of Staff, 
Development. He is responsible for 
the policies and programmes of the 
Air Force in regard to small business 
and represents the Air Force on any 
committee concerned with Small 
Business affairs He is in close 
touch with the S B.A. Head¬ 
quarters. Also, at the headquarters 
of the Air Material Command at 
Wrightpatterson Air Force Base, 
Dayton, Ohio, there is a full-time 
high level executive for small 
business on the personal staff of 
the Director of Procurement and 
Production. The executive also 
serves as Small Business Adviser to 
the Commander of the Air Material 
Command. His responsibilities 
include technical direction of the 
Air Force Small Business Pro¬ 
gramme throughout the Air 
Material Command and operational 
supervision of the programme in 
all the major commands in the 
United States, including the work¬ 
ing of the sub-contracting 
programme by the administrative 
contracting officers. 

Procurement Organisation: The 
Air Material Command, which is 
one of the 18 Major Air Commands 
of the U.S. Air Force, is responsi¬ 
ble for procurement of all 
equipment and stores for the 
U.S. Air Force throughout the 
World. It handles its procurement 
activities, through the Ballistic 
Missiles and Aeronautical Centres, 
11 Air Material Areas (9 in U.S. A. 
and 2 overseas) and 5 Air Force 
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Depots. Large and complex items 
like missiles, aircraft, aircraft 
engines and their major compo¬ 
nents, electric equipment, etc. 
required for total Air Force 
requirements are purchased by the 
Centres on a centralised basis. 
(Central Procurement Method). 
Supplies and services that are 
readily available in the open 
market, are less complex than 
those centrally procured and are 
more of a commercial than purely 
military type, are bought locally 
by each individual Air Force 
installation for its own require¬ 
ments (Base Procurement Method). 
The policy and procedure for all 
purchases are laid down by the 
Air Material Command. 

Central Procurement: Procure¬ 
ment of air weapons, support 
equipment, services, and experi¬ 
mental and development work on 
major items come under Central 
Procurement, which is conducted 
by over a dozen major Purchasing 
Offices in different places in the 
country. Each of these Purchasing 
Offices has procurement responsi¬ 
bility for different items and no 
two offices purchase the same 
items. The Air Force require¬ 
ments are communicated to the 
appropriate Central Procurement 
Offices for processing. 

There is at least one full-time 
Small Business Specialist assigned 
to each Central Procurement Office 
on the staff of the Director of 
Procurement and Production. He 
gets a copy of all Purchase 
Requests and examines the extent 
to which supplies could be entrust¬ 
ed to small business firms registered 
in his office. He then comes to an 
agreement with the Buying Officer 
about the procurement method to 
be adopted for each indent, e g. 
whether the procurement is to be 
advertised or negotiated, the 
extent of “set-aside” to small 
business wherever possible etc. 
After the Buying Officer has 


received and evaluated the bids or 
proposals as to prices and other 
factors, he will give a copy of the 
abstract (which shows all quota¬ 
tions and other pertinent data 
including the Buying Officer’s 
selection for award of contracts) 
to the Small Business Specialist. 
If the latter considers that this 
abstract varies in any respect with 
his earlier agreement with Buying 
Officer, he settles the point by 
discussion, failing which he refers 
the case to the Review Board for 
settlement. The procurement 
action, with reference to small 
business, on each indent is for¬ 
warded by the Small Business 
Specialist to the Executive for 
Small Business, Headquarters Air 
Material Command. 

At Air Force Purchasing Offices, 
where Small Business Adminis¬ 
tration representatives are regularly 
assigned, copies of all Purchase 
Requests are made available to 
them. These representatives notify 
the Air Force Small Business 
Specialists as to the cases in which 
they desire to discuss with the 
Buying Officers the possibility of 
having the procurement restricted 
totally or partially to bids from 
small business concerns. When 
so notified, each specialist arranges 
to have the Small Business 
Administration representative join 
in the discussion he holds with the 
Buying Officer, before the Purchase 
Request is processed. If the Buy¬ 
ing Officer agrees with the Small 
Business Administration representa¬ 
tive to restrict bid opportunities, 
on all or part of the procurement, 
solely to small business concerns, 
it is recorded as a “joint set aside ’. 
In the absence of such a representa¬ 
tive, when the Buyer and the 
Specialist themselves agree to such 
a restriction, it is recorded as a 
“unilateral set aside”. 

When negotiating major contracts 
which, in the opinion of the Buying 
Officers concerned, offer substantial 
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opportunities for participation of 
small business concerns as sub¬ 
contractors or suppliers they have 
to ascertain from the successful 
bidders whether they have sub¬ 
scribed to the Department of 
Defence Small Business Sub¬ 
contracting Programme (explained 
in detail below) and, if not, their 
willingness to do so. This in¬ 
formation is then passed on to the 
Small Business Specialist and in 
the cases of contractors newly 
subscribing to the programme, it 
is passed on through the Executive 
for small Business at Headquarters, 
Air Material Command to the 
Small Business Specialist in the Air 
Procurement District Office within 
whose geographical boundaries 
the contractor is located, for that 
Specialist’s follow-pp action. 

Small Business Specialists assigned 
to headquarters of Air Material 
Areas, in addition to carrying out 
the activities so far described, also 
serve as Contractor Relationship 
Officers. In this capacity, they 
handle the day-to-day enquiries 
and problems of representatives of 
contractors or prospective con¬ 
tractors, small or large, who seek 
assistance or information. They 
are also responsible for supervising 
the small business activities of the 
District Offices within the jurisdict¬ 
ion of the Air Material Area and 
for assessing the adequacy of the 
Air Force Small Business 
Programme (explained below in 
detail) in the Area. 

Air Procurement Districts : Next in 
the line of the procurement 
organisation of the Air Force are 
what. are called Air Procurement 
Districts. There are about 20 Air 
Procurement Districts (many of 
them having branch offices) located 
throughout the country and it is to 
them that the Central Procurement 
authorities . entrust the actual 
administration of the contracts 
within the particular district, after 
award, inspection of the goods 

34 


produced by individual firms and 
payment to the contractors. These 
Air Procurement District Offices 
do not do actual purchasing hut 
play a vital role in the over-all 
procurement and production res¬ 
ponsibility of the Air Force particu¬ 
larly with reference to small 
businesses. Each of those District 
Offices (and in some cases the 
Branch Offices also) has a Small 
Business Specialist, who, while 
primarily concerned with assisting 
small business firms, will furnish 
all interested firms or individuals 
with complete information on how 
to do business with the Air Force. 
They maintain current information 
on Air Force requirements and 
catalogues of all procurement 
offices. The Small Business 
Specialist also helps the registra¬ 
tion of all firms as potential 
sources of supply against the Air 
Force contracts, at any of the 
appropriate Central Procurement 
Offices. 

The Air Procurement District 
Officers supply, to any interested 
individual or firm, the names of 
large Air Force Contractors, indi¬ 
cating the equipment these firms 
make for the Air Force as well as 
items or the type of firms they 
normally seek for their sub-con¬ 
tracting work. Similarly, they 
maintain and supply to any prime 
or major contract who wishes to 
enlarge his sub-contracting sources 
a list of the capabilities and the 
industrial equipment of firms in 
their respective areas. The small 
business firms who have registered 
themselves with the Air Procure¬ 
ment District concerned are 
informed expeditiously of sub¬ 
contracting possibilities. 

Visit to Air Procurement District 
Office, New York: An idea of the 
responsibilities and organisation of 
an Air Procurement District was 
given to us during our visit to the 
New.York Air Procurement District. 
This District administers contracts 



awarded to firms within the District 
by the Procurement Agencies of 
the Air Material Command located 
throughout the U.S.A. It has to 
see that the contracts are executed 
in time and that the products 
conform to the best quality. It is 
stated to have the largest contract 
workload of the five District Offices 
under the di rect supervision of the 
Headquarter s Air Material Area, 
Olmstead Air Force Base, Pensy- 
vania, and administers every year 
an average of 2000 prime contracts, 
held by about 500 contractors and 
valued at about 2.1 billion dollars 
or about Rs. 1,000 crores. 

This office consisted of ten divi¬ 
sions—(i) Ballistic Missiles Divi¬ 
sion, responsible for liaison and 
monitoring of all Ballistic Pro¬ 
gramme contracts in the District; 
(ii) Contract Division, to administer 
contracts, settle termination of 
contracts, redetermine prices and do 
cost analysis in connection with 
contract administration ; (iii) Pro¬ 
duction Division, to supervise the 
contractors’ production activities 
and assist them to avoid delay in 
production and also to compile 
production data for facility capa¬ 
bility reports for Air Force Buying 
Offices on firms within the District, 
which are being considered for Air 
Force contracts; (ivj Quality 
Control Division, to accept 
deliveries after inspection that they 
conform to contractual obligations ; 
(v) Security Division, to enforce 
security of classified information 
and security clearance at Contrac¬ 
tors’ p'ants ; (vi) Accounting and 
Finance Division, to ensure proper 
payment to contractors on per¬ 
formance of the contracts; (vii) 
Industrial Property Division to 
maintain surveillance of contractors’ 
property and control systems 
relating to control of Government 
owned property (lent to contractors 
for execution of contracts); (viii) 
Small Business Division to consider 
applications from firms for inclusion 
in the Bidders’ lists at the 12 Air 


Material Command Procurement 
Offices and to assist small businesses 
to partipate as prime contractors or 
as sub-contractors in Air Force 
procurement; (ix) Civilian Per¬ 
sonnel Division and (x) Manage¬ 
ment Services Division. 

Each District keeps a list of Air 
Force prime contractors within 
the District, with particulars of 
the products they make. This list 
is available to any entrepreneur on 
payment of small fee. The Small 
Business Representative visits 
these prime contractors from time 
to time, explains to them the Air 
Force Policy with respect to small 
business and urges them to sub¬ 
contract as many items as possible 
to small business. 

Loaning machinery to sub-contra¬ 
ctors : The small Business Division 
is expected to coordinate all 
facilities for expansion by small 
units, which are not fully equipped. 
The Department of Defence pro¬ 
vides necessary machinery and 
equipment to small units on loan, 
through the sponsorship of the 
prime contractor. 

No direction to prime contractor : 
It was made clear to us 
that the Small Business Division 
gave no directon to the prime 
contractors under any circumstan¬ 
ces to place specific orders with 
sub-contractors, lest it should 
become responsible for failures in 
delivery. Its policy is not to di¬ 
rect but to control prime contrac¬ 
tors, so that they sub contracted 
to a reasonable extent. Even at 
the very outset, the prime con¬ 
tractor has to declare the persons 
or firms to whom they would be 
sub-contracting and has to contract 
with the Air Force that he would 
maintain the sub-contractor throu¬ 
ghout the contract. By this 
method, the Air Force attempts to 
control the execution of the con¬ 
tract by the prime contractors and 
to ensure that they sub-let to small 
business whatever is practicable. 
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consistent with their responsibility 
for the quality of the end product 
and schedule of delivery. 

Base Procurement (Local purchase): 
Mention has been made earlier 
about the base procurement of 
several items by the 170 odd Air 
Force Installations in the United 
States. Here also a member of 
the staff is designated as Executive 
for Small Business (in addition to 
his other duties) to follow up the 
Air Force policy regarding partici¬ 
pation of small business in their 
procurement. 

Defence Small Business Subcontra¬ 
cting Programme : It will be 
evident that, in such a huge procure¬ 
ment programme as that of the 
U.S. Air Force, the opportunities 
for small businesses are much more 
in sub-contracting to prime con¬ 
tractors or major sub-contractors 
rather than in prime contracting. 
A brief reference has been made 
before to the special efforts made 
by the Defence to expand sub¬ 
contracting opportunities to small 
business by means of the ‘‘Defence 
Small Business Sub-contracting 
Programme”. We give below in 
somewhat greater detail the scope 
and operation of this unique pro¬ 
gramme in view of its special im¬ 
portance to small business. 

This programme has so far been 
a voluntary programme on the 
part of all large defence prime 
contractors as well as most of the 
major sub-contractors. It was 
understood that this programme 
is now going to be made obli¬ 
gatory on all major defence 
contractors. 

(a) Scope : It is applicable to all 
contractors who receive defence 
contractors in excess of 
1,000,000 which contain a 
standard Utilisation of Small 
Business Concerns Clause 
and which in the opinion 
of the contracting officer offer 


substantial subcontracting 
possibilities. 

(b) Provisions s The contractor 
agrees to conduct a programme 
which include the following :— 

(i) The designation of a Small 
Business Officer to be 
responsible for—Liaison 
with the purchasing acti¬ 
vity and the Small Business 
Administration in Small 
Business matters ; Compli¬ 
ance with the Utilisation 
of Small Business Concerns 
Clause ; and Execution of 
the contractors’ “Defence 
Sub-contracting Small 
Business Programme”. 

(ii) Policies to assure that 
small business concerns 
will have an equitable 
opportunity to compete 
for sub-contracts with 
particular regard to soli¬ 
citations, time for the 
preparation of bids quant¬ 
ities, specifications and 
delivery schedules suitable 
to small business partici¬ 
pation. 

(iii) Maintenance of records 
showing whether or not 
each prospective sub-con¬ 
tractor is a small business 
concern a concern which, 
with its affiliates employs 
fewer than 500 persons, 
or which holds a certificate 
of size from the Small 
Business Administration). 

(iv) Including the Utilisation 
of Small Business Concerns 
Clause in sub-contracts 
which offer substantia 
small business subconti act¬ 
ing opportunities. 

(v) Requesting sub-contractors 
having subcontracts in 
excess of one million 
dollars to establish and 
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conduct a “Defence sub¬ 
contracting Small Business 

Programme.” 

(vi) Submission of such infor¬ 
mation on subcontracting 
to small business as is 
called for on the pres¬ 
cribed form. 

(c) Reports : The contractor has 
to submit a report in the 
prescribed form every six 
months to the Department 
(Army, Navy or the Air Force) 
that has been designated to 
receive it for forwarding to 
the Department of Defence, 
the contractor being informed 
of the Department and the 
specific office of the Depart¬ 
ment. Contractors reporting 
to the Air Force submit their 
reports to the Small Business 
Specialist of the Air Procure¬ 
ment District in whose geogra¬ 
phical jurisdictional area the 
reporting plant or company 
is located. The individual 
reports are consolidated and 
published by the Department 
of Defence. Reports of 
individual companies are not 
shown outside the Department 
of Defence without the 
contractor’s express permission. 

The form referred to above 
records the amount received by 
the contractor during the period 
involved for all Defence work, 
whether stemming from prime 
contracts or sub contracts, and 
the amounts paid out during that 
period to small and large business 
concerns (to be shown separately) 
in the company’s performance of 
its Defence prime contracts and 
sub-contracts. 

(d) Determination of the Adequacy 
of the Contractors Programme : 
The contractor has to inform 
the Department concerned 
about the extent to which his 
purchasing agents are offering 
opportunities to small business 


concerns to bid on purchases 
of sub-assemblies, components, 
supplies and services which 
are within their capabilities, 
for it is on the basis of this 
information that the Depart¬ 
ment concerned will determine 
the adequacy of the contrac¬ 
tor’s participation in the 
Defence Small Business Sub¬ 
contracting Programme. 

In the Air Force, the responsi¬ 
bility for reviewing the sub¬ 
contracting programme in any 
particular contractor’s plant 
is the joint responsibility of the 
District Small Business Specialist 
and the appropriate administrative 
contracting officer. 

Air Force-Industry Small Business 
Programme : In addition to follow¬ 
ing the basic Defence Small 
Business Sub-contracting Pro¬ 
gramme as described above, the 
Air Force have gone a step further 
and have initiated in early 1959 
a voluntary programme under 
which the Air Force Contractors 
agree to issue instructions 
on the lines suggested by the 
Air Force to their purchase 
staff to give equitable opportunity 
to small businesses and to submit 
a quarterly report to the company’s 
Small Business Liaison Officer. 
The contractor should also 
instruct his purchase staff to 
record, in the case of individual 
purchases over $10,000 the number 
of small business concerns 
solicited, the results of such 
solicitation and, if none were soli¬ 
cited, the reasons therefor. 

It is stated that the initial response 
of the large Air Force Contractors 
to this programme has been most 
favourable, and many of them 
have already adopted the Air 
Force’s suggestions. 

Weapon Systems Sab-contracting 
Small Business Programme : Cer¬ 
tain Air Force weapon systems 
management contractors (North 
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American Aviation, Boeing Air 
Plane Co. etc.) are reported to 
have undertaken further measures 
to ensure that the above two pro¬ 
grammes (Defence Small Business 
Sub-contracting Programme and the 
Air Force-Industry Small Business 
Programme) are adequately carried 
out throughout the entire system. 
Under this programme, each large 
industrial concern holding a sub¬ 
contract in excess of $100,000 
which in the opinion of the concern 
placing the sub-contract offers 


substantial further sub-contracting 
possibilities, will carry out the 
provision of this programme as a 
contractual obligation in its sub¬ 
contract. All purchase orders 
and sub-contracts placed which 
exceed $100,000 and aopear to 
offer further sub-contracting oppor- 
tunies are immediately reported to 
the Regional Office of the Small 
Business Administration and to 
the Air Force Small Business 
Specialist in the appropriate 
District. 
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10 : Conclusions and Recommendations 


The programme of increasing 
Small Business Participation in 
Government Stores Purchase in 
India is based substantially on 
the procedures followed in the 
United States. It was evolved on 
the recommendations of Mr. 
Kennard Weddell, Chief of Small 
Business in the Headquarter, of the 
U. S. Air Force. The imple¬ 
mentation of this programme has 
been made the responsibility of 
the National Small Industries 
Corporation. The scope of this 
programme at present extends 
only to purchases made by the 
D. G. S. & D. and not to Defence 
or Railway Purchases. 

For the purpose of this pro¬ 
gramme, all the items purchased 
by the D.G.S. & D. are categorised 
into one of the following four 
groups . 

Group I Consists of items which 
can be produced only 
by units in the large 
scale sector. 

Group II Consists of items which 
can be purchased only 
from large units but 
where it is possible for 
the large units to sub¬ 
contract parts and 
components to small 
scale units. 


Group III Consists of items which 
can be produced both 
in the large scale as 
well as small scale 
sector. For items in 
this group a price 
preference up to 15% 
over the acceptable 
quotations received 
from large scale units 
is admissible to the 
units in the small scale 
sector depending on the 
merits of each case. 

Group IV Includes selected items 
reserved entirely for 
purchase from units in 
the small scale sector. 

The National Small Industries 
Corporation has got its liaison 
officers (comparable to Small 
Business Specialists in the United 
States) attached to the D. G. S. 
& D. and its Regional Offices at 
Madras, Bombay, Calcutta and 
New Delhi. These officers scruti¬ 
nise all the indents received by the 
D. G. S. & D. and mark those 
indents which do not fall into 
Groups I and II as of interest to 
small scale units. Lists of small 
units prepared and maintained by 
the Small Industries Service 
Institutes are supplied to the 
liaison officers of the N S. I. C. for 
this purpose. 
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The N. S. I. C. supplies the 
D. G. S. & D’s tender sets free to 
small units for items in Groups 
III and IV. The D. G. S. & D. 
accept such tenders even from 
small scale units not registered 
with them as approved suppliers 
and do not call for security 
deposits from them at the time of 
placing of the contract provided 
their competence is certified by the 
N. S. I. C. 

About 27 items have also been 
reserved or “set aside’' for purchase 
exclusively from the small scale 
sector. When contracts are placed 
with small units the N. S. I. C. in¬ 
forms the Small Industries Service 
Institute of the Region concerned as 
well as the State Director of 
Industries so that technical or other 
assistance required by the small 
units is given in timely execution of 
the contract. 

To provide small units with ade¬ 
quate finance to execute D.G.S. 
& D’s contracts, the Corporation 
has introduced a seheme under 
which the small units receive from 
the State Bank of India an advance 
of up to 100 per cent of the value 
of the raw materials pledged, the 
difference between what the Bank 
would normally advance on them 
and the full value of the pledged 
raw materials being guaranteed to 
the Bank by the National Small 
Industries Corporation. 

Thus, it will be seen that the 
American system has been largely 
adopted to suit Indian conditions. 
The N. S. I. C’s representative in 
the D. G. S. & D. office is the 
equivalent of the Small Business 
Officer in the Procurement Agencies 
in America. Issue of certificates of 
competency to small units, reserva¬ 
tion of items for purchase exclu¬ 
sively from small units, the system 
of guarantee to State Bank on 
behalf of small units etc.—all these 
are analogous to the functions of 
the Small Business Administration 
of America. The scheme has been 


working satisfactorily and has 
resulted in a progressive increase in 
the supply of stores by small units 
as will be seen from the following 
figures of purchases made by the 
D. G. S. & D. indigenously : 

Figures in crores 
of Rupees 
1957-58 1958-59 

Total purchases 156.28 - 161.38 
Value of contracts 
placed by D.G.S. 

& D. on S.S.Is. 
excluding Khadi 1.96 4.53 

Value of contracts 
placed on small 
units with the 
assistance of 
NSIC (out of the 
above) 0.62 2.56 

The N. S. I. C's scheme, however, 
lags behind the American system in 
one major respect, in that the sub¬ 
contracting possibilities in the 
contracts awarded to large con¬ 
tractors do not seem to have been 
exploited. It is felt that the supply 
of stores to Government from 
small units could be increased 
considerably if the contractors for 
Group II items are persuaded to 
subcontract as many items as 
possible to small units, consistent 
of course with their contractual 
obligations for delivery of stores to 
the D.G.S.&D. We have noticed, 
that in the U.S.A , every effort is 
made by the Government Procure¬ 
ment Agencies and the S.B A. for 
maximum possible utilisation of 
the capacity of small businesses by 
means of sub-contracts from major 
contractors, who have themselves 
shown a keen interest in this 
matter. We have also mentioned 
that this manner of sub-contracting 
hitherto voluntary on the part of 
the major contractors, is proposed 
in the United States to be made 
obligatory on them. We do not 
suggest that Government should use 
any compulsion in this matter on 
their major supplies but we do 
recommend that the D.G.S.&D. (in 
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cooperation with the N.S.I.C) 
should persuade them to utilise 
small business to the maximum 
extent possible. The voluntary 
cooperation of the large contractors 
in the U S A. in the Defence Sub¬ 
contracting Small Business Pro¬ 
gramme, in the Air Force-Industry 
Small Business Programme and in 
the Weapon System Small Business 
Programme, is something unique 
and we do not think that it would 
be difficult to secure similar 
cooperation from the major con¬ 
tractors to Government in our own 
country. 

We also recommend that arrange¬ 
ments should be made to ensure 


that a reasonable proportion of 
such stores as are purchased direct, 
instead of through the D.G.S.&D. 
by the Defence Services, Railways 
and Stores Purchase Departments 
of the State Governments is pro¬ 
cured from small scale Industries. 

We consider it desirable for 
Government to study in detail the 
actual working of the Defence Sub¬ 
contracting Small Business Pro¬ 
gramme and the Air Force-Industry 
Small Business Programme so that 
similar procedures could be con¬ 
sidered, where necessary for 
adaptation in our own pro¬ 
grammes. 
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PART IV : FINANCING OF SMALL 
SCALE INDUSTRIES 


11 ; Sweden 


11.1. Introduction 

In Sweden, as in most other 
countries, financing of industries is 
handled largely by private com¬ 
mercial banks. In addition, there 
are numerous trade and industry 
associations which assist industries 
in meeting their credit require¬ 
ments. There are also other 
agencies set up by Swedish 
Government like the A.B. Industri- 
kredit, a State Handicraft Loan 
Fund, Domestic Craft Loan Fund 
and the Handicraft and Small 
Industry Credit Fund, apart from 
A.B. Foretagsfinans founded by 
Commercial Banks for giving 
medium term loans mainly to such 
firms as are too small to have 
ready access to the bond market. 
Swedish Government are also 
reported to be considering the 
introduction of a scheme for 
guaranteeing loans given by private 
agencies to small entrepreneurs. 

11.2. Trade Development Associa¬ 
tions 

Trade Development Associations 
(Foretagare foreningar) play a very 
important part in promoting the 
development of small industries 
and handicrafts in Sweden. These 
are organised on a regional basis, 
with one association for each 
country. At present, their activi¬ 
ties cover the whole of Sweden 
except the city of Stockholm. 
Each association consists of 
representatives of Government 


(usually of the regional authorities, 
the highest ranking official being 
the Chairman) and of private enter¬ 
prises. The latter are usually 
elected through or on the recom¬ 
mendation of the Swedish Federa¬ 
tion of Handicrafts and Small 
Industries. The cost of adminis¬ 
tration of these associations is met 
to a large extent by the Swedish 
Government. Each association 
has a small staff of 1 to 5 officers, 
selected from among those techni¬ 
cally well qualified The associa¬ 
tions not only advise small 
industries and handicrafts in 
technical and other problems, but 
also give them credit assistance. 

Loans are given for construction 
of new workshops, for extending 
or modernising existing ones or for 
purchase of new machines. The 
maximum amount of loans to any 
individual enterprise is 40,000 Sw. 
Kr. (or Rs. 36,000). Before grant¬ 
ing a loan, the officers of the 
associations make a thorough 
investigation in connection with 
each application. One of the main 
conditions for grant of a loan is 
that the craftsman or the indus¬ 
trialist himself is a reliable man or 
woman with good character, 
economic sense and technical skill. 
When loan is given, the associations 
want as good a security as possible. 
As a rule, the industries are advised 
to get in the first instance all the 
Bank credit they can get against 
the best security, and the associa- 
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tions then take the second best 
security. For instance, if an 
applicant has to construct a 
workshop at a cost of ICO,000 Sw. 
Kr., he can (if he has good reputa¬ 
tion) normally get from a 
Commercial Bank 50,000 Sw. Kr. 
An association might then lend him 
30,000 Sw. Kr. against second-rate 
security, the balance 20,000 Sw, Kr. 
to be found by the owner himself. 
Although normally the associations 
lend money against some security, 
they also advance funds without 
security, that is personal credit on 
the ability and character of the 
applicant. 

The 24 Trade Development 
Associations in Sweden have out¬ 
standing loans to the extent of 
70 million Sw. Krs. with small 
industries and craftsmen, that is 
about 7% of the total credits 
advanced by commercial banks to 
small businesses. 

11.3. Enterprises Confederation of 
the County of Stockholm 

This is a semi-Government organ¬ 
isation and is partly financed by 
Government. This also functions 
in the same way as the Trade 
Development Associations. Its 
Executive Committee which con¬ 
sists 12 members (a representative 
of the Governor, a representative 
of the Farmers’ Association. 2 of 
the Swedish Mechanic Association, 
2 of the Shareholders and 6 elected 
from the county), meets once in 
two months and decides loan 
applications .upto 40,000 Sw. Krs. 
Applications for loans exceeding 
40,000 Sw. Krs. are sent, after 
investigation to the Swedish 
Government for disposal. Loans 
are normally given for periods upto 
5 years, and the rate of interest 
charged is 1$% lower than the rate 
at which banks advance loans. 

11.4. Aktiebolaget Industrikredit 

This is an institution set up about 
25 years ago by the Swedish Govern¬ 
ment and some of the big Swedish 


Commercial Banks for the specific 
purpose of financing industries with 
long term loans. Most of the 
beneficiaries are reported to be 
small and medium industries. The 
capital of this Company is 8 million 
Sw. Krs. 75% of which is owned 
by the Swedish Government and 
the balance by commercial banks. 
It was understood that a proposal 
for altering the share capital struc¬ 
ture of this institution was under 
active consideration, so that the 
shares are owned equally by the 
Swedish Government on the one 
hand and by the commercial banks 
on the other. 

Besides the share capital, the 
company has a Government 
guarantee of 12 million Sw. Krs. 
against which it could raise funds 
from insurance companies. In 
addition, the Company has built 
up a reserve fund of 4 million Sw. 
Krs. as well as a Special Reserve 
Fund for (meeting losses ), which is 
now about 1,042,400 Sw. Krs. 

Loans are given mostly for new 
investment in industry, e.g. for 
purchase of land, construction of 
building, purchase of machinery, 
etc. Loans are also given to Small 
trades and businesses, but these 
form a very small proportion (5 per 
cent or so) of the total disburse¬ 
ments of the company. Securities 
for loans are generally immovable 
assets like land and buildings, and 
in certain cases machinery and 
equipment. The policy of the 
company is not rigid in this matter, 
as other securities are also con¬ 
sidered on merits. Hitherto, loans 
had been sanctioned only up to 
50% of the value of the security 
offered, but it was hoped that this 
limit would soon be raised to 70%. 
No individual Loan sanctioned by 
the Bank should exceed 20% of its 
share capital plus Reserve Fund, 
except in very special cases. 

The loans have to be repaid 
within a maximum period of 10 
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years. In cases where a party is 
unable to repay within this period, 
a fresh loan is given for another 
ten years, so that in effect the 
party would get a loan for 20 years 
in all. This procedure seemed to 
be a normal feature with this 
cqmpany. 

The institution is at present able 
to borrow at 5f% per annum 
and lends at 6^% per annum. 
The rate fixed at the time of dis¬ 
bursement of the loan is current 
throughout the period of the loan 
and is not variable according to 
fluctuations of the bank rate. The 
company is able to offer non- 
variable rates of interest for long 
periods, as it is in a position to 
raise funds on the basis of the 
Government guarantee, from 
insurance companies on non¬ 
variable rates of interest for long 
periods. 

As a rule, the company grants 
loans where banks have declined. 
Although the first mortgage against 
the loan is in favour of this 
company, it seems to be quite a 
normal feature for commercial 
banks to provide funds for working 
capital on second mortgage on the 
property of the loanees. I he bank 
has not paid any dividend so far, 
and is concentrating on building up 
its reserve funds. 

11.5. Government Loan Society 
for Handicrafts and Small 
Industries. 

It was understood during our 


discussions with the representatives 
of the Board of Trade and the 
Department of Commerce that the 
Swedish Government had in 1956 
constituted a Committee, consisting 
of representatives of Government, 
Trade Associations and private 
financial institutions, to go into 
the question of coordinating all the 
financial assistance that is available 
to small industries in Sweden. 
The Committee had submitted its 
report, which was reported to be 
under the consideration of the 
Swedish Government. The main 
recommendations of this Commi¬ 
ttee related to creation of facilities 
for giving long term credit for 10 
to 15 years to small Industries upto 
40,000 Sw. Krs (and more, in 
special cases), and to the introduc¬ 
tion of a system of guarantee by 
Government of all loans issued to 
small proprietors by private banks 
and other financial institutions 
upto 40,000 Sw. Krs. when the 
normal securities required by these 
institutions could not be given by 
the small businesses. 

In order to supplement the credit 
facilities already available to small 
proprietors, the Committee has 
suggested the establishment of a 
Government Loan Society for 
Handicrafts and Small Industries 
for various purposes such as 
construction of buildings, purchase 
of machinery and equipment, 
purchase of raw materials and for 
working capital. 
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12 : Federal Republic of Germany 


The credit needs of small as well 
as large industries appear to be 
met almost entirely by private 
commercial banks. We did not 
hear of any small industry facing 
any difficulty in regard to getting 
adequate finances. This is perhaps 
due to the very high technical 
competence of the entrepreneurs as 
well as the confidence of the 
lending institutions themselves in 
their entrepreneur applicants. 

One of the financial institutions 
which we visited in this connection 
was the Volks Bank of Frankfurt 
which gave us an indication of the 
wide net work of cooperative banks 
throughout the country, for pro¬ 
viding extensive credit facilities 
expeditiously to small industries 
and craftmen is Germany. Loans 
of 10,000 to 20,000 D. M. were 
easily available for a period of 5 
to 10 years for purchase of 
machinery and plant or short term 
loans for working capital at about 
6 % interest. 


Although normally loans were 
advanced upto 40 to 60% of the 
security offered, it was gathered 
that much greater emphasis was 
placed on the character and 
competence of the parties concerned 
rather than on the security offered. 
This policy seems to have worked 
well with the Volks Bank, who had 
no bad debts on this score. There 
are over 700 cooperative banks in 
West Germany and a Central Apex 
Bank with total working funds of 
over 6,000 million D. M. out of 
which 10 to 15% has been made 
available to industries as long term 
loans. 

Applications which the cooperative 
banks find difficult to entertain are 
referred to the Industrial Banks or 
to other special credit institutions 
for industries set up by Govern¬ 
ment. These cooperative banks 
are reported to be autonomous, 
with the local managers enjoying 
extensive powers. 
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13 : United States of America 


13.1. Introduction 

Private lending institutions supply 
most of the credit required by 
industries in U.S.A. These insti¬ 
tutions are, however, sometimes 
unable to meet the requirements of 
small firms because of legal and 
other restrictions. In many cases, 
financial accomodation given by 
commercial banks is not adequate 
or on reasonable terms. In order 
to help the small units to get their 
entire credit needs, the Small 
Business Administration has 
evolved various schemes for giving 
loans to small entrepreneurs who 
cannot get accomodation from 
banks or for supplementing the 
credit arrangements acceptable to 
banks. The S. B A thus plays a 
very important role as an Agency 
in meeting the credit needs of small 
businesses either directly or in 
cooperation with other private 
lending institutions and at the 
same time helps many borrowers to 
establish a line of credit with private 
banks in their own communities. 

The general loan policies of the 
S.B.A. are determined by a three 
member Loan Policy Board created 
under the Small Business Act. 
The Board is composed of the 
Administrator of the S. B. A., 
who serves as Chairman, and the 
Secretaries of the Treasury and 
Commerce. The Board revises the 


loan policies of the S. B. A. as 
and when necessary, to meet the 
changing needs of small business 
concerns and of the national 
economy as a whole. 

Brief details of the various kinds 
of loans available to small business 
from or with the help of the S.B.A. 
are indicated below. 

13.2. Business Loans 

Small Business Administration 
normally tries to help a small busi¬ 
ness to obtain loans from private 
lending sources and will consider 
lending to them directly only when 
the small business cannot get private 
financing on reasonable terms. 

Small manufacturers, wholesalers, 
retailers, service establishments 
and other small businesses are 
eligible for Small Business Adminis¬ 
tration Loans for the following 
purposes : 

1. Business construction, conver¬ 
sion or expansion. 

2. Purchase of machinery, equip¬ 
ment, facilities, supplies or 
materials. 

3. Working capital. 

The Agency’s loans are of two 
types—“participation” loans and 
“direct” loans. Participation 
loans are those made jointly by the 
S.B.A. and banks or other lending 
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institutions; direct loans are those 
made by the Agency alone. Under 
the Small Business Act; which 
created the S.B.A. the Agency cannot 
make a direct loan if a private 
lending institution will participate 
with it in a loan to the small 
business. 

The terms and conditions for 
these types of loans are set forth in 
detail in the extract from a publica¬ 
tion of the S.B.A. reproduced at 
Appendix 3. 

The interesting features of this 
system of loans are : 

(a) A small entrepreneur with good 
character and business ability 
but unable to provide adequate 
security to commercial banks 
can still get credit facilities with 
the help of S.B.A. 

(b) Direct Government financing 
is done only where institu¬ 
tional agencies do not lend. 
Decision on loan applications 
is given within three weeks or so 
from the date of their receipt. 
The Bank— S.B.A. participation 
loan scheme is a cooperative 
effort by private lending institu¬ 
tions and the Government to 
meet the credit needs of the 
small business concerns, which 
have a vital place in the 
country’s economy. While it 
avoids Government competition 
with private lending agencies it 
also helps the latter to broaden 
their financing activities, main¬ 
tain the desired liquidity of 
assets and give better service to 
its customers. 

13.3. Other Types of Loans 

Apart from business loans, the 
Small Business Administration also 
gives “Disaster Loans” in storm, 
flood and other major disaster 
areas to assist in the repair or 
rebuilding of homes, businesses 
as well as non-profit institutions, 
and to assist in replacement of 
lost machinery and equipment. 
Similar loans are given in areas 
which have suffered from draught 


or excessive rainfall. There Is 
no statutory limit on the amount 
of such disaster loans, which can 
be given for upto a period of 20 
years. 

Disaster loans are given by the 
S.B.A. either in participation with 
lending institutions cr as direct 
Government loans. The S.B.A. 
charges an interest of 3% per 
annum on its funds, while the 
lending agency is free to charge 
any rate of interest within reason¬ 
able limits. 

In its programme of assistance to 
disaster victims, the S.B.A. works 
closely with the American Red 
Cross. Often, the rehabilitation 
assistance is covered partly by a 
grant by the Red Cross and partly 
by a loan from the S.B.A. 

13;4; Small Business Investment 
Companies 

A new scheme of financing 
equity capital and long term 
loans required by small busi¬ 
nesses has been started recently, 
under the Small Business Invest¬ 
ment Act of 1958. The Act is 
designed “to stimulate and supple¬ 
ment the flow of private equity 
capital and long term loan funds 
which small business concerns need 
for sound financing of their busi¬ 
ness operations and for their 
growth, expansion and modernisa¬ 
tion and which are not available in 
adequate supply”. It envisages 
the establishment, all over the 
country at local levels, of several 
privately owned investment compa¬ 
nies which will provide this type of 
financial help to small firms. 

13 5. Functions of Small Business 
Investment Companies 
Under the Act and S B.A.’s Regula¬ 
tions, a small Business investment 
company may finance small busi¬ 
nesses either by the purchase of 
convertible debentures of small 
businesses or through long-term 
loans, or by both methods. 

Finance provided by a small busi¬ 
ness investment company must be 
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for a minimum period of 5 years, 
and may be for as long as 20 years. 
Shorter term loans (of less than 
5 years) may be made when this is 
necessary or desirable to protect 
previous investments of the S.B.I.C. 
In addition, a loan may be exten¬ 
ded for 10 years if this will aid the 
small business concern in the 
orderly liquidation of the loan. If 
a small business needs more funds 
than one small business investment 
company can give, it may be 
possible for the S.B.I.C. to meet 
the situation in participation with 
other S.B I.Cs. 

The facility of “convertible 
debenture financing” (in addition 
to long-term loans) is available 
only to firms which are incorpora¬ 
ted, and not to partnership or 
proprietory concerns. The deben¬ 
tures purchased from a small 
business firm by a S.B.I.C. would 
be convertible (up to the face value 
of the debenture), at the S.B.I.C’s 
option, into stock of the small 
business at price per share deter¬ 
mined between the small 
business and the S.B.I.C. when the 
debentures were issued. 

The debentures must state a 
minium maturity of five years but 
roust also contain a clause permitt¬ 
ing the small business to redeem 
them earlier by giving three months’ 
notice. All other terms of the 
convertible debenture plan, such 
as interest rate, plan of repayment 
etc. must be agreed upon, through 
negotiation, between the small 
business and the S.B.I.C. 

The S.B.I.C. is authorised to 
require, as a codition of converti¬ 
ble debenture financing that the 
small business does not enter into 
any “outside” financing during 
the term of the obligation without 
giving the S.B.I.C. the first oppor¬ 
tunity to provide such financing. 

13.6. Limitation of Financing 

If a small business concern which 
applies to a S.B.I.C. for financing 


4 substantially owned by the 
shareholders of the S B.I.C. then 
the S.B.I.C. must obtain the 
approval of Small Business Admini¬ 
stration before it can extend such 
financing. A small business may 
not re-lend funds obtained from a 
S.B-I.C. or re-lend funds released 
in its accounts as a result of S.B.I.C. 
financing. Therefore, a loan 
or mortgage company is not eligible 
for financing from a S.B.I.C. 

A r unique feature of the scheme 
is that it would bring together local 
capital and managerial talent. 
The organizers of investment 
companies undoubtedly know their 
own communities and industries 
and should be familiar with the 
needs of small businesses in their 
area. They are therefore in a 
good position to render needed 
financial and management assis¬ 
tance to these firms. 

13.7. Small Business Administra¬ 
tion’s Role 

The functions of the Small Business 
Administration in regard to S.B.I.¬ 
Cs. are : 

1. To licence the private investment 
companies to operate in 
accordance with the Small 
Business Investment Act of 
1958 ; 

2. To furnish them with funds 

which they may request under 
the Act; and 

3. To regulate their activities. 

A small business Investment 
Company must obtain its corporate 
powers through State Charter, if 
possible. Otherwise S.B.A. can 
charter. 

S.B.A. will determine whether to 
licence a S.B.I.C. after consideration 
of (i) the need for small business 
financing in the proposed area of 
operation, (ii) the character and 
ability of the company management, 
(iii) the existing number of such 
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companies and the measure of 
their success, and such further 
matters as the S.B.A. may deem 
relevant. The names and addresses 
of the S.B I.Cs. are published, as 
they are licensed, by the Small 
Business Administration. 

13.8. Control by Small Business 
Administration 

The working of these S.B.I.Cs. is 
subject to the regulations issued by 
the S.B.A. from time to time, Their 
activities are also subject to perio¬ 
dical review by the Small Business 
Administration. The owners and 
managers of the Small Business 
Investment Companies will have 
complete freedom to decide on 
the selection of small firms for 
giving financial assistance, and will 
not have to act on the dictates of 
Government. Nor will the Small 
Business Administration supervise 
any negotiations between the small 
business firms and the S.B.I.Cs. 
The Small Business Administration 
will not interfere in the day-to-day 
operations of the Small Business 
Investment Companies as long as 
they abide by the Small Business 
Administration regulations. 

13.9. Financial Assistance 

Investment Companies licensed 
under the Act should have a 
minimum paid-up capital of 
$300,000 (exclusive of organiza¬ 
tional expenses), but the Small 
Business Administration can 


provide upto $150,000 for such 
purpose through the purchase of 
subordinated debentures of tho 
company. Further, the S. B. A. 
can lend such companies up to 
50 per cent of their capital and 
surplus. Besides financial assis¬ 
tance, licensed companies are 
eligible to certain tax concessions 
and exemptions. 

In addition to the above activities 
with respect to Small Business 
Investment Companies, the Act 
also authorizes Small Business 
Administration to make loans to 
State Development Companies, to 
be used by such companies for 
investment in and for long term 
loans to small business concerns. 
The amount of such loans cannot 
exceed the borrowings of the 
development company from other 
sources. 

Further, Small Business Adminis¬ 
tration can make loans to State 
and Local Development Companies 
to assist small business concerns 
in connection with plant construc¬ 
tion, conversion or expansion, in 
amounts up to $250,000 for each 
concern. 

$250 million in Federal Funds 
are available for loans to licenced 
Small Business Investment Com¬ 
panies and for loans to development 
companies. Private funds must 
be employed in the progromme to 
the extent possible. 
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14 : Japan 


Lack of adequate credit facilities 
on reasonable terms has been a 
serious problem for small and 
medium industries in Japan 
especially after World War II. 
Several measures have been taken 
by the Japanese Government to 
increase the supply of credit from 
existing financial institutions and a 
number of Government financial 
institutions have been set up to 
provide credit specifically to small 
and medium enterprises. Besides, 
the Government of Japan are also 
implementing a scheme of credit 
supplementation by means of credit 
insurance and credit guarantee in 
favour of small industries. 

14.1. Role of Commercial Banks 

Among the big commercial Banks, 
the three Banks which specialise in 
financing long term requirements of 
industries (large, medium or small) 
for equipment and working capital 
are the Industrial Bank of Japan, 
the Long Team Credit Bank of 
Japan and the Japan Hypothec 
Bank. Of these, the Japan 
Hypothec Bank is understood to be 
the sole institution whose business 
emphasis is expressly on extending 
loans on mortgage of real property, 
chiefly to the small and medium 
businesses. 

The 13 City Banks (each with 
several branches) and the 65 Local 
Banks, which operate mostly within 


the prefectures in which they are 
located are]commercial institutions, 
to which small and medium busi¬ 
nesses go generally for their short¬ 
term credits. 

A limited amount of’ financing is 
also available from the 6 Trust 
Banks, the Japan Development 
Bank and the Export Import Bank 
of Japan. 

14.2. Government Institutions 

The Small and Medium Enterprise 
Finance Corporation and the 
People’s Finance Corporation are 
Government Institutions, with their 
share capital contributed entirely 
by Government and financed by 
Government loans for their activi¬ 
ties. They are not authorised 
either to issue debentures for 
raising funds or to receive deposits. 
Their sole business is to extend to 
small and medium businesses credit 
facilities which are not available to 
them from other financial institu¬ 
tions in the country. In effect, the 
Government funds are routed to 
small—medium enterprises through 
these corporations, without com¬ 
peting with the banking and other 
financial institutions in the country. 
The nature and type of small and 
medium industries which can get 
assistance from the S. M. E. F. C. 
are designated by Law. At present 
19 manufacturing industries besides 
mining industry are eligible to get 
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loan assistance from this Corpora¬ 
tion. Long term loans tup to 5 
years and for longer periods only 
in special cases) are given either 
for purchase of equipment or for 
working capital only for rationali¬ 
sation of the industries (e.g. to 
improve quality, to bring down the 
cost of production, or to improve 
manufacturing efficiency, etc.). 
The loans are advanced to the 
enterprises both directly by the 
Corporation and its ten Branch 
Offices as well as through the 
agency of other 590-odd financial 
institutions with 5210 offices all 
over Japan. We were, however, 
surprised to find that the rate of 
interest of this Corporation was 
as high as 9.3 per cent. 

The object of the People's Finance 
Corporation is to give loans to 
persons who want to start an 
independent business of their own 
and have an appropriate scheme for 
the same, but are not in a position 
to raise adequate funds from banks 
or other financial institutions for 
the purpose. The maximum loan 
ordinarily admissible is >200,000 to 
an individual and >500,000 to a 
Corporation or a group of persons, 
although for selected industries 
which are considered essential for 
maintenance and development of 
the national economy, loans are 
given up to >1 million for individuals 
and y.2 million for Corporations or 
Joint debtors. The period of the 
loans is normally 3 years or less in 
the case of former and 5 years or 
less for the latter. The standard 
rate of interest is 9.3% in the case 
of this Corporation also, though 
there is a provision in the Corpora¬ 
tion’s regulations for concessional 
rates of interest in special cases. 

14.3. Semi-Government Institution 

The Central Bank for Commercial 
and Industrial Cooperatives, a 
semi-Government institution esta¬ 
blished in 1936, is the oldest 
of all the financial institutions set 
up specifically for financing 


cooperative organisations of small 
and medium business enterprises 
and their members. With 54 
branches all over the country it 
does various kinds of banking 
services such as receiving deposits, 
giving loans, discounting bills, etc. 
but its business dealings are 
restricted by law to cooperatives 
and organisations of a similar 
nature, their federations as well as 
their members. 

Roughly half of its capital is sub¬ 
scribed by Government while the 
balance is subscribed by coopera¬ 
tives and other similar organi¬ 
sations. The main source of its 
funds is, however, by issue of 
debenture bonds. 

The business of the bank in giving 
loans is conducted through its 54 
branch offices and also through 91 
Credit Cooperatives on an agency 
basis. It gives loans for such 
purposes like purchase of equip¬ 
ment or working capital subject to 
a ceiling or > 100 million for a 
cooperative and y. 10 million for a 
member-firm. Loans may be 
granted to member-firms directly 
by the Bank and need not be routed 
through the cooperatives of which 
they are members. 

14.4. Private Banking Institutions 

There are many private banking in¬ 
stitutions such as Mutual Loans and 
Savings Banks, Credit Associations 
and Credit Cooperatives, which, 
besides mutual loans and savings 
banks, specialise in giving short¬ 
term credit facilities to small 
and medium business enterprises. 

There are 71 Mutual Loans and 
Savings Banks, which, in addition 
to ordinary banking businesses, also 
carry on the business of MUJIN, 
which is a method of finance by a 
group of members who pay their 
shares in regular instalments 
to pool the funds to be advanced 
to one member or a fixed number 
of members chosen from among 
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themselves by lot or bidding. The 
member or members thus financed 
pay their own instalments as 
before, in the same manner as 
they have done prior to being 
financed, to return the borowed 
money in easy instalments. In 
view of the character of these 
institutions, certain limitations 
have been prescribed by law on 
their activities, e.g., that the 
maximum credit that could be 
granted to one single person 
(whether incorporated or not) 
should not exceed one-tenth of the 
amount of its/his capital and 
reserves combined ; that the 
loanees’ business operations should 
be within certain geographical 
limits, that the loanee should 
hold his reserve funds for deposit 
liabilities in specified forms of assets 
and securities, etc. 

14.5. Cooperative Institutions 

No less important than the above- 
mentioned credit sources for small- 
medium business, are the 541 
Credit Associations and the 449 
Credit Cooperatives organised 
throughout the country on a 
cooperative basis. Their member¬ 
ship is confined to residents and 
persons having a business or work¬ 
ing in a business within the 
jurisdiction of these institutions. 
The field of their operations is 
restricted by law to the districts 
of their location, and they are 
prohibited to grant loans beyond 
a designated maximum to any 
single member. While the Credit 
Cooperatives are not allowed in 
principle to deal with non-members, 
the Credit Associations are 
permitted to lend to non-members 
also under certain conditions. The 
Credit associations have their 
own Central organ called the 
National Federation of Credit 
Association, while the Credit 
Cooperatives have their own central 
body, the National Federation of 
Credit Cooperatives, which is 
affiliated with the Central Bank 


for Commercial and Industrial 
Cooperatives. 

It is estimated that all these 
specialised agencies meet over 40% 
of the entire credit needs of the 
small and medium enterprises in 
Japan. The following statements 
furnished to us by the officials of 
the Smaller Enterprise Agency in 
the Ministry of International 
Trade and Industry bring out the 
contribution of each of these 
agencies in small-medium industry 
financing in the last two years. 

14.6. Scheme for Credit Stopple 
mentation 

The scheme for what the Japanese 
authorities describe as “the 
integration of small business 
credit supplementation” includes 
a Loss Compensation System, a 
Credit Guarantee System and a 
Credit Insurance System. 

Under the Loss Compensation 
System, the Government or the 
local Public Bodies undertake to 
compensate, upto a certain limit, 
the losses that might be incurred 
by financial institutions in giving 
loans to small and medium 
businesses. The compensations 
vary from 50 to 90 per cent with 
different kinds of loans. 

The Credit Guarantee System is 
designed to enable persons, who 
cannot offer adequate security, to 
get loans from banks and other 
financial institutions with the 
guarantee of the Credit Guarantee 
Societies, set up under the Credit 
Guarantee Society Law of 1953. 
Fiftytwo Societies have been set 
up so far, 46 on the prefectural 
basis and 6 on the Municipal basis. 

The share-holders of these 
societies include local public 
bodies, financial institutions. 
Chambers of Commerce and 
Industry, Cooperative Organisa¬ 
tions and others. The main 
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AMOUNT OF LOANS TO SMALLER INDUSTRIES 

Unit : One hundred million yens 




As on March 1958 


As on March 1959 


Total 

loan 

Smaller 

Enter¬ 

prises 

(B) 

Percent¬ 
age of 
B to A 

Percent¬ 
age of 
total 

Total 

loan 

Smaller 

Enter¬ 

prises 

Percent¬ 
age of 

B to A 

Percent¬ 
age of 
total 

All Commercial 
Banks 

50,981 

16,039 

31.5 

57.0 

59,272 

19,085 

32.9 

56.6 

Small and Medium 
Enterprise Finance 
Corporation 871 

871 

100.0 

3.1 

1,097 

1,097 

100.0 

3.2 

People’s Finance 
Corporation 

744 

748 

100.0 

2.7 

904 

904 

100.0 

2.2 

Central Bank for 
Commercial and 
Industrial Asso¬ 
ciation 

855 

855 

100.0 

3.0 

1,045 

1,045 

100.0 

3.1 

Mutual Loans and 
Savings Banks 

5,282 

5,282 

100.0 

18.8 

6,370 

6,370 

100.0 

18.9 

Credit Associations 3,538 

3,538 

100.0 

12.8 

4,309 

4,309 

100.0 

12.8 

Credit Co¬ 
operatives 

728 

728 

100.0 

2.6 

912 

912 

100.0 

2.7 

Total 

63,006 

28,063 


100.0 
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features of the business of these 
Credit Guarantee Societies are : 

(a) to stand guarantee for a small 
or medium business concern 
when it is extended a loan by a 
financial institution. 

(b) to stand guarantee for a 
financial institution when it 
endorses the payment of an 
obligation of a small or medium 
business concern ; and 

(c) to give security for surety 
obligations undertaken by a 
financial institution to the 
People’s Finance Corporation 
or the Small and Medium 
Enterprise Finance Corpora¬ 
tion, when the financial 
institution grants a loan to a 
small or medium business 
concern as an agency of either 
of these Corporations. 

Under the Credit Insurance 
System, as it functioned until 
July or August 1958, the loans 
advanced by financial institutions 
to small and medium industries 
as well as the guarantees issued 
by the Credit Guarantee Societies 
on behalf of small and medium 
industries were insured against 
possible losses due to default in 
re-payment by the loanees. As a 
result of the recommendations 
of the Financial System Investi¬ 
gation Committee, however, the 
position has undergone some 
change. That Committee recom¬ 
mended, among other things, that 
(a) credit supplementation business 
should be done solely by the 
guarantee of Credit Guarantee 
Societies ; (b) the system of credit 
insurance should do only for the 
purpose of insuring the guarantees 


issued by the Credit Guarantee 
Societies and the insurance of loans 
by financial institutions should be 
discontinued ; and (c) the State 
should give financial assistance 
to the Credit Guarantee Societies 
not only to overcome temporary 
shortage of funds but also to 
increase their business. 

In pursuance of these recommen¬ 
dations, the Small and Medium 
Business Credit Insurance Corpora¬ 
tion was established in July 1958 
by the Government of Japan as a 
purely Government agency. Its 
capital of y.12,150 million has been 
entirely subscribed by the Japanese 
Government. Its main functions 
are : 

(a) to extend loans to Credit 
Guarantee Societies either for 
overcoming any shortage of 
funds or for enlarging their 
scale of business. Loans may 
be for periods ranging up to 
three years, the interest charge 
varying from 2 to 3 per cent. 
Short term loans for less than 
a year may also be given for 
purposes of working capital 
and for meeting current obliga¬ 
tions in respect of cases guaran¬ 
teed by the Societies. 

( b ) to insure the guarantees issued 
by the Credit Guarantee 
Societies to banks and other 
financial institutions on behalf 
of small and medium industries. 
The insurance premium is 0.7 
per cent per annum for loans 
upto y. 500,000 and 1.3 per cent 
for loans above y. 500,000 but 
less than y. 5 million, the cover¬ 
age of insurance being upto 
70 per cent of the loans 
guaranteed. 



|5 ; Conclusions and Recommendations 


In India, a great deal of attention 
has been paid to the problem of 
financing small industries, ever 
since it was pin-pointed by the 
Ford Foundation International 
Planning Team in 1954 that lack 
of adequate credit facilities was 
one of the major handicaps in the 
development of these industries. 
The provisions of the State Aid 
to Industries Acts/Rules of the 
various States were considerably 
liberalised, and the rate of disburse¬ 
ments under these Acts/Rules was 
stepped up from year to year. 
Institutional agencies were also 
persuaded to liberalise their terms 
and conditions for loan to small 
industries, with the result that 
there has been a significant contri¬ 
bution to small industry financing 
from the State Bank of India and 
other commercial and cooperative 
banks. Apart from these, the 
National Small Industries Corpora¬ 
tion has also given considerable 
assistance in regard to their 
requirements of long-term loans 
by supply of machinery on hire- 
purchase basis. 

All these measures have no doubt 
resulted in a substantial expansion 
of the sources of credit for small 
industries during the Second Plan. 
The sources for long-term credit 
and for equity capital, however, 
are still extremely limited. In 
regard to equity capital, although 
there is provision in many of the 
State Aid to Industries Act/Rules 
for purchase of shares and deben¬ 
tures of individual industrial 


units, very few units seem to have 
been extended this facility, 

From the Report of the Working 
Group set up recently to consider 
plans for development of small 
industries in the Third Plan, it is 
noticed that, during the first three 
years of the Second Plan, the 
Directorates of Industries disbursed 
loans to the extent of Rs. 1\ crores, 
the institutional agencies about 
Rs. 23 crores and the National 
Small Industries Corporation 
supplied machinery worth about 
Rs. 2.6 crores t o small units. The 
Working Group expects that 
disbursement of loans in the 
remaining two years of the Plan 
would be about Rs. 25 crores which 
would mean that a total of about 
58 crores, would have been lent to 
small industries during the entire 
period of the Second Plan. As 
against this, it has been estimated 
that “on a moderate estimate, the 
net fixed investment and stocks in 
small scale industries during the 
Third Plan period is likely to be 
Rs. 300 to 350 crores’’. The 
Working Group has recommended 
a provision of Rs. 50 crores for 
disbursement of loans through 
Departmental Agencies in the Third 
Five Years Plan period, the balance 
to be met by institutional and other 
private lending agencies. 

To cope with this anticipated 
increase in credit requirements in 
the Third Plan, it is obvious that, 
besides taking steps to expand 
considerably the scope of activities 
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of the existing agencies, serious 
consideration should also be given 
to the creation of new sources of 
credit. With the introduction of 
the Credit Guarantee Scheme of 
the Reserve Bank of India, it may 
be expected that there will be 
considerable expansion of credit 
facilities to small units from the 
existing institutional agencies. 

The problem of creating new 
sources of credit will, however, 
have to be examined from two 
points of view. In the first place, 
it will have to be borne in mind 
that, with the progressive institu¬ 
tionalisation of credit, the Depart¬ 
mental agencies will in course of 
time be confining their activities 
to provision of only such credit 
facilities as would not be available 
from institutional and other private 
lending agencies. The new sources 
of credit, therefore, may as well 
start as institutional agencies 
instead of as departmental agencies. 
Secondly in view of the extremely 
limited sources of long-term credit 
and in the absence of any agency 
(except the provision in certain 
State Acts) offering participation 
in the equity capital of small 
industries, the new sources of credit 
may be specifically for the purpose 
of meeting these two needs. 

In this matter, it is felt that the 
American Small Business Invest¬ 
ment Act of 1958 provides the 
necessary guidance and some of 
its main features could be consi¬ 
dered for adaptation to Indian 
conditions. It is true that this Act 
has only recently been passed in 
America and is still in the experi¬ 
mental stage even in the country of 
its origin. But it has already 
created a great deal of enthusiasm 
in financial circles in America and 
even some of the Banks like the 
Bank of America were thinking of 
establishing Small Business Invest¬ 
ment Companies as their affiliated 
organisations. The Small Scale 
Industries Board has already set up 
a sub-committee to consider the 


problem of credit facilities for 
small industries. We recommend 
that the Board may also consider 
the desirability of establishing 
similar Small Business Investment 
Companies in India, 

The details of the Credit Guaran¬ 
tee Scheme of Reserve Bank of 
India have not yet been announced; 
presumably the guarantee would be 
operative only in cases of default 
in re-payment of loans by 
borrowers. While there is no 
doubt that banks would be willing 
to give loans to small industries 
more freely than at present under 
the cover of the guarantee, we 
consider that Government could 
also adapt with advantage the 
system of “participation" loans as 
in U-S.A —particulary in relation 
to Joans given by the Directorates 
of Industries. 

The introduction of the 
‘•participation’’ loans system has 
in our opinion the following 
advantages: 

(a) The institutional agencies have 
their loans automatically 
guaranteed by the departmental 
agencies ; 

(b) It ensures liquidity of funds as 
the institutional agencies can 
always call upon the depart¬ 
mental agencies concerned 
whenever they are in need of 
funds; 

(c) The provision of Rs. 50 crores 
suggested by the Small Scale 
Industries Board for disburse¬ 
ment through departmental 
agencies could be made to go 
much further by participation 
with institutional agencies than 
by disbursement of the entire 
amount as direct loans to small 
scale units. 

We would, in these circumstances, 
recommend a serious consideration 
of the scheme of “participation” 
Loans by the Sub-committee of the 
Small Scale Industries Board 
referred to above. 



PART V : FACILITIES AND RESEARCH 


16 : Common Service Facilities 


16.1. Details of Facilities 

The term “Common Service 
Facility Centres” is used to refer 
to establishments or workshops 
set up to provide to a group of 
similar or allied industries proces¬ 
sing facilities like electroplating, 
heat treatment, etc. and use of 
special purpose machines at a 
reasonable cost, without each of 
them having separately to invest 
on the machinery and equipment 
required for these processes. In 
India, such centres have had to be 
set up by Government. Where- 
ever such centres have been set 
up, they have generally improved 
productive efficiency. It was 
considered that the Team should, 
wherever possible, study the 
pattern of organisation of similar 
centres, if any, in the countries 
included in their itinerary, the 
nature of facilities available to 
small units and the manner of 
their functioning. The Team 
did not have enough time or 
facility to study this subject 
adequately. 

The Team members did not hear 
of Common Service facilities being 
provided by Government in 
Sewden, Germany or the U. S. A. 
In these countries, the provision 
of such facilities appears to be 
dictated by commercial considera¬ 
tions and it is entirely for private 
entrepreneurs to establish such 
workshops on the basis of demand 
in the area and for profit, Even 


in Japan, where small and medium 
enterprises contribute a great 
deal to the National economy, 
Government do not arrange for 
such facilities directly. Provision 
of these facilities, however, appears 
to be a part of the activities of 
the various Industrial Cooperatives 
organised industrywise in different 
parts of the country. We visited 
one Industrial Cooperative of small 
and medium firms engaged in 
casting at Kawaguchi, and gathered 
that it was typical of similar 
Industrial Cooperatives in the 
country. This Cooperative counts 
on its rolls 446 members, who 
together employ nearly 11,900 
workers. The services rendered 
by this Cooperative include, among 
others, provision of certain 
common facilities for its members 
free or on a no-profit basis, such 
as provision of a heavy weighing 
scale, repair shop for vehicles and 
sand-blasting facilities for its 
members. The Team was told 
that the Cooperative was also 
considering supply of properly 
mixed sand to its members. 

16.2. Conclusion and Recommen¬ 
dations 

A beginning has already been 
made in the direction of providing 
Common Service facilities for a 
number of industries in India by 
the various State Governments 
and by the Central Govern¬ 
ment through their Extension 
Ceotres in some places. It is 
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understood that ultimately it is 
the intention of the Government 
to hand over these Common Service 
facilities to Cooperatives of 
Industrial Units. This appears 
to be the best way of tackling the 
problem under Indian conditions. 


There is considerable scope for 
expansion of these facilities, and 
we suggest that special incentives 
may be given to any entiepreneur, 
association or cooperative interested 
in setting up such Centres. 
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17 : Research and Technical Assistance 


17.1. Scope of Study 

Effective utilisation of improved 
techniques and application of re¬ 
search are possible in small or 
large factories, only if there is a 
continuous inflow of trained 
managerial or technical personnel 
into these industries as well as a 
regular programme of re-training 
for their personnel due to changes 
necessitated by technological and 
other advancements. We, therefore, 
tried to ascertain, in each of the 
countries visited, the extentjfoS 
facilities available to small units to 
keep themselves abreast of the 
results of research, the facilities 
available for technical guidance and 
for training of their technical and 
other personnel, and the extent 
to which they tried to avail them¬ 
selves of these facilities. While 
the information gathered during 
these short visits may not be 
comprehensive, it gives idea of the 
steps taken by different countries 
in solving these problems for their 
small units. 

SWEDEN 

17.2. Statens Hantverksinstitut 

The Swedish Government Institute 
for handicrafts known as Statens 
Hantverksinstitut has been set up 
for the purpose of disseminating 
technological and other develop¬ 
ment to Small Scale Industries in 


Sweden and conducting research 
and experimental work for them. 

The main function of the Institute 
is to arrange short-term advanced 
training courses for skilled work¬ 
men, master artisans, foremen and 
supervisors. These courses are not 
open to apprentices, as applicants 
are required to possess qualifica¬ 
tions equivalent at least to an 
approved journeyman’s test as well 
as practical experience of some 
years in the trade. The courses 
are of different kinds. Masters 
courses chiefly intended for masters 
and their deputies, contination 
courses which correspond to 
Masters* courses but are also open 
to skilled workmen and fitters, 
occupational technical courses for 
certain branches of industry. In 
addition to these, special courses 
are also conducted by the Institute 
in industrial designing, business 
management, book-keeping, cost 
accounting, business law and other 
svbjects. These courses are held 
in collaboration with the respective 
occupational unions, handicrafts 
societies, etc. partly as day-time 
courses and partly as evening 
courses. They are designed to 
educate the trainees in the latest 
technical advances and experiences 
in industry. The courses are gene¬ 
rally of one or two weeks’ duration 
and the classes consist of 10 to 30 
members The Institute also 
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arranges longer courses ora series 
of courses for specialised industries. 

These courses have become very 
popular with the persons employed 
in handicrafts and small industries 
in Sweden. During the discussion 
with the authorities of the Insti¬ 
tute, it was gathered that over 60 
per cent of the participants were 
owners of industries, the rest being 
employees. 

The second important activity of 
the Institute is to conduct experi¬ 
ments and research into special 
problems not only on the request 
of any private enterprise (for a 
nominal fee) but also generally to 
promote development of small in¬ 
dustries in Sweden. The research 
and experiments are carried out in 
cooperation with other institutions 
in Sweden. 

A third important service is ren¬ 
dered by the library and publishing 
department of the Institute. The 
Library is equipped with over 
22,000 books and 500 Swedish and 
foreign journals. The publishing 
department issues hand-books, 
pamphlets, and other literature for 
the benefit of handicrafts and small 
industries. Every year, it issues an 
annual publication “HANTVERK 
OCH KULTUR” which contains 
technical, economic and cultural 
articles as well as an account of the 
the activities of the Institute during 
the previous year. 

The Institute has very well-equip¬ 
ped laboratories and workshops 
(with machinery estimated at over 
Rs. 40 lakhs) and is also well staffed 
with competent technical experts, 
it is thus in a good position to 
assist the small industries and 
handicrafts in Sweden effectively 
in solving their problems relating 
to materials, machinery, working 
methods, operating conditions, 
workshop planning and lay-out 
etc. 


The annual budget of the Institute 
was reported to be about Rs. 25 
lakhs, of which 50 per cent was 
borne by the Government of 
Sweden and the balance covered by 
its receipts on account of services 
rendered. 

17.3. Swedish Mechanics Associa* 
tion 

This organisation helps small 
industries to some extent in their 
technical and other problems. The 
Swedish Mechanics Association 
(SVERIGO REKAN FORBUND) 
is understood to have on its rolls 
about 700 members primarily 
engaged in mechanical and electri¬ 
cal industries. About 40 per cent 
of the members employ less than 
50 persons and another 50 per cent 
or so over 50 but less than 100 
persons. 

The major function of this 
Association appears to be to help 
its members in technical matters 
by bringing together experts in 
different industries to tackle specific 
technical problems arising from 
time to time. The Association 
takes up with the Swedish Govern¬ 
ment matters of common interest 
to the members and also helps them 
by publications and hand-outs, 
besides arranging for mutual 
discussions. 

For each different trade the 
Association sets up committees for 
doing research in technical 
problems. In these committees 
the technical papers prepared by 
the experts are read and discussed 
and the results of such discussions 
are circulated to the concerned 
industries for their common 
benefit. We were told that most 
of the medium and big firms 
generally participated in these dis¬ 
cussions and there was a very 
healthy tradition of competitors 
discussing their problems frankly 
in these committees. We were also 
told that very small firms, who did 



B6t have expert staff under them 
were having difficulties iu partici¬ 
pating freely in these discussions. 
Specially to help them, the 
Association has set up a Committee 
for these smaller industries. In 
any case the smaller firms did not 
appear to have made any large use 
of these committees. 

An interesting point that came to 
our notice was that the Association 
was undertaking publication in 
simple language of technical books 
which are generally hard to under¬ 
stand by practical technicians and 
for this purpose the Association 
has sought the cooperation of the 
Small Business Administration in 
America. 

FEDERAL REPUBLIC OF 
GERMANY 

17.4. School of Crafts & Industry 

This institution gives training in 
crafts like shoe-making, wood¬ 
working, dress designing, denture 
making, orthopaedics, radio and 
television repairing etc. Appren¬ 
tices come to study theory and 
practice on latest machinery and 
equipment, which is imparted over 
3 to 5 years. Those who are 
already in the trade and have their 
workshops come to improve their 
knowledge for short periods and 
learn the latest techniques appli¬ 
cable to the craft. Apprentices and 
those in trade are given briefing 
in book-keeping, costing, salesman¬ 
ship and small business manage¬ 
ment so that they can run their 
crafts and trades more efficiently. 

The trainees who care to go in for 
higher studies can get their 
Master’s diploma after putting in 
3 to 5 years in the evening courses. 
No regular day courses are provi¬ 
ded. Short courses in some 
subjects like electronics, plastics, 
etc. are however, arranged during 
day lime. About 300 students 
attend the evening classes and 
about 20 on an average come for 
consultation and advice every day. 


The school also gives, free of 
charge, technical assistance and 
guidance to small entrepreneurs 
for purchase of machinery, use of 
modern techniques, preparation of 
lay-outs for factories, etc. In 
addition it arranges meetings to 
stimulate discussions among small 
industrialists about their problems, 

This school is housed in a spacious 
building provided free of rent by 
the Municipal authorities. About 
30% of the recurring expenditure 
of the school is provided by 
Government as grants, another 
30% by Small Scale and Handi¬ 
crafts Associations and the balance 
is covered by the income from fees 
charged from the students. 

17.5. Apprentice Training In Large 
Factories 

In one of the large machine-tool 
manufacturing firms visited by us 
we were told that no workers were 
recruited directly. Instead, about 
35 apprentices between 14 and 15 
years of age were taken in every 
year and subjected to a course of 
about 3 years, when rigorous 
practical and theoretical training 
was imparted to them in a well- 
equipped institute attached to the 
factory. In the first year the 
trainees were taught the funda¬ 
mentals of theory and practice 
entirely in the Institute attached to 
the factory. In the second year, 
they were distributed to various 
sections of the workshop, on the 
basis of their aptitude and 
proficiency. The second and third 
year’s training was devoted to a 
rigorous in-plant training in the 
selective processes in which the 
trainees had shown special aptitude. 
At the end. of the training period, 
an examination for Master’s 
certificate or diploma in Craftsman¬ 
ship was conducted by the 
Association, of which the firm was 
a member. 

It was mentioned that only a few 
of these trainees were ultimately 
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absorbed In the company itself; 
while the others were left free to 
take up employment in other 
industrial establishments, or to 
Start their own industries. 

UNITED STATES OF 
AMERICA 

17.6. Small Business Administra¬ 
tion 

Apart from the contribution of 
the S. B. A. in financing small 
business and in ensuring their 
maximum participation in supply 
of stores to Government, the 
activities of this Agency to increase 
the productivity of small industries 
by production and products 
assistance and management and 
research assistance are important. 

(al Production Assistance : Small 
businesses frequently face difficult 
production problems especially 
when they take on contracts for 
manufacture of items which are 
different from their normal lines. 
In such cases, they can seek the 
help of the S. B. A. in regard to 
those problems which do not 
require the services of engineering 
and professional firms. The SB.A. 
helps them in obtaining the basic 
materials and equipment needed 
for the manufacture of the product, 
and guides them on plant layout, 
production methods and related 
problems. 

(b) Products Assistance : Both the 
Federal Government and private 
industry in U. S. A. spend large 
sums on research and development. 
Much of the resulting data, 
especially those developed by 
Government, are non-confidentiaJ 
in nature and can be used by small 
business concerns to improve their 
operations or to solve specific 
problems. However, they are not 
always readily obtainable by the 
business owner, either because he 
does not have the time to refer to 
many of these sources or he does 
not know where to go for the 


needed Information. The S. B. A* 
helps him to obtain whatever 
information is available from these 
sources. When a small business 
seeks the S.B.A’s help in regard to 
a problem involving new products, 
the S. B. A. obtains recommended 
solutions from sources in industry 
or Government. These solutions 
are then consolidated by the 
S.B.A. into a basic report for the 
inquirer. 

The S. B. A. also publishes each 
month a products List Circular 
which gives information on 
patented machines, devices or 
processes available for use by small 
firms through purchase, licensing, 
or other commercial arrangement. 
Included in the circular are both 
privately owned and Government 
owned patents. The circular is 
available free to small firms. 

(c) Management and Research 
assistance : The S. B. A. assists 
small business concerns in streng¬ 
thening their management skill and 
knowledge of new and improved 
business practices, and finances 
research into the problems of small 
business. 

Staff specialists in the S. B. A.’s 
field offices assist small firms with 
many types of management 
problems. Their services are 
available to established business¬ 
men who have a specific problem or 
who want authoritative information 
on various aspects of management, 
and to persons who are thinking 
of starting their own businesses. 
One feature of this counselling 
service is a system of business refer¬ 
ence libraries in S.B.A’s Washington 
office and in each of its regional 
offices containing text-books, 
government and private publica¬ 
tions dealing with business 
management, business papers and 
other helpful publications, available 
to small entrepreneurs for 
reference. 
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With a view to helping owners 
and managers of small business 
concerns to broaden and strengthen 
their management abilities, the 
S.B.A. in cooperation with leading 
educational institutions in the 
U. S. A., sponsors courses in 
administrative management open 
to officials of small firms. These 
courses are usually held in the 
evenings and run for six to eight 
weeks. 

The S. B. A. publishes several 
series of management and technical 
publications of value to established 
or prospective small business 
entrepreneurs. These include : 

(i) Management Aids for Small 
Manufacturers, 

(ii) Small Marketers Aids, 

(iii) Technical Aids for Small 
Manufacturers, 

(iv) Aids annuals, 

(v) Small Business Management 
Series, 

(vi) Starting and Managing 
Series, 

(vii) Small Business Bulletins 

The S. B. A. also assists small 
businesses by financing small 
business reseach studies. As part 
of this programme, the S. B. A. 
arranges with Colleges, Universi¬ 
ties and State Agencies for research 
and studies concerning the 
financing and operation of small 
business enterprises. By law, the 
Agency may finance such projects 
upto a maximum of 340,000 per 
year in each of the States. 

17.7. Armour research Foundation 

This is an institution which 
conducts research in pure and 
applied sciences and provides its 
customers (Government and private 
industries) with scientific aid in 
solution of their research problems. 
With a staff of nearly 1,300 persons, 
its annual business currently 
exceeds 15J million dollars. 


Although the Foundation was 
originally created to solve the 
research problems of small busi¬ 
ness, we were told that big business 
and Government mainly availed 
of its facilities, as the cost of 
research was beyond the means of 
small businesses. 

17.8. Stanford Research Institute 

As the small Industries Organi¬ 
sation of the Government of India 
has had benefit of the services 
of some of the eminent economists 
from this Institute with the assis¬ 
tance of the Ford Foundation, 
the Team members were naturally 
glad to have had the opportunity 
of visiting this Institute and seeing 
its activities first-hand. The Stan¬ 
ford Research Institute was estab¬ 
lished in 1946 by the Trustees of 
of the Stanford University, and 
it functions as a separate non-profit 
making organisation. It is not 
subsidised by Government but is 
reimbursed by the organisations 
utilising its services. 

Its main customers are the Federal 
Government, private industries 
(chiefly large units) and to some 
extent organisations outside the 
United States. 

The Institute has done remarkable 
service to private industrialists and 
other organisations during the past 
12 years of its existence. It serves 
its clientele irrespective of their 
size and has not therefore kept any 
separate record of the small busi¬ 
nesses which have utilised its 
services. But the number of small 
businesses which have availed them¬ 
selves of the research facilities at 
the Institute was not considered 
to be large. 

The International Development 
Centre, which is a part of the 
Economic Division of the Institute 
does a considerable research on 
the problems of newly industria¬ 
lising countries, particularly from 
the point of view of private invest¬ 
ment in industry, and development 
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of small industries in those areas. 
At the time we visited the Institute, 
this Centre was engaged in a back¬ 
ground study of the programme 
of different countries of the World 
for promotion and development 
of small industries. 

The Stanford International Pro¬ 
gramme in Small Industry Manage¬ 
ment includes organisation of 
courses for small industry managers 
and small industry management 
counsellors. This is organised 
in cooperation with the Stanford 
University Graduate School of 
Business and with the assistance of 
the Asia Foundation and a number 
of other organisations. We were 
taken to one of the sessions, where 
the participants (from a number 
of countries) were posed problems 
typical to small industries and 
asked to find solutions, with the 
guidance of a senior member of 
the staff of the university. 
The purpose of this six month 
course is to overcome the inade¬ 
quacy of trained managers, which 
is a severe obstacle to rapid indus¬ 
trialisation of newly developing 
countries. 

17.9. International Business 
Machines Corporation 

In the various training facilities 
arranged by this company, there are 
certain interesting features which 
have a definite impact (although 
indirect) on the technical improve¬ 
ment of small scale units. For 
their own workers, who want 
to improve their prospects and 
efficiency, the company organises 
various educational courses outside 
factory hours ; these courses cover 
a wide range of subjects including 
Business Management, Electricity 
and Electronics, Mathematics, 
Mechanics and even Photography 
and languages. Besides, the 
company is very community 
conscious and organises cooperative 
technical training programmes in 
cooperation with the neighbouring 
high schools and nearby universities 


whose activities in fundamental 
research are recognised as the 
very basis of technological advance¬ 
ment. 

The training courses sponsored or 
organised by this company may be 
broadly categorised as follows : 

(a) Voluntary educational pro¬ 
grammes for the employees in 
over 53 subjects, of which the 
emlpoyees can select one or 
two subjects each year. No 
fees are charged and classes are 
held in a school built for the 
purpose after working hours. 
Courses in particular subjects 
arranged only if at least 15 
employees offer them. 

(b) Re-training programmes, which 
include class-room lectures and 
inplant training, for two to three 
hundred employees of the 
company whenever it undertakes 
a new manufacturing programme. 

(c) Cooperative summer programme 
of training in cooperation with 
high schools and universities. 
30 to 35 apprentices are taken 
every year directly from High 
Schools and 50 to 60 from the 
Universities in the vicinity and 
given a course of technical 
training either part-time or 
during vacations. 

(d) About 60 apprentice trainees 
with Secondary School education 
are taken every year for in-plant 
training in the company for 
periods ranging from a few 
months to a few years. 

(e) Non-voluntary courses during 
working hours for the benefit 
of departmental managers. 
These are for the Executives of 
the Company. 

From the point of view of small 
scale industries, it will be appre¬ 
ciated that training programmes at 
(c) and (d) above are of great impor¬ 
tance. For the company itself, such 
cooperative courses facilitate 



firm relations with the techno, 
logical colleges and universities 
which are the recruiting grounds 
for the best possible technicians 
for the factory. An incidental 
benefit is that it increases the 
number of persons trained, although 
they may not be directly engaged 
by the company at a later date. 

Apart from the aboye training 
courses, the International Business 
Machine Corporation gives facilities 
to the technicians and engineers of 
its sub-contracting firms to come 
and work side by side with the l.B.M. 
workers in order to enable them to 
acquire the efficiency and facility 
neeeded for execution of the I. B. M. 
subcontracts. 

JAPAN 

17.10. Smaller Enterprise Agency 

This is an Agency set up by the 
Japanese Government in 1948 
under the Ministry of International 
Trade & Industry for the specific 
purpose of assisting small scale 
industries in a variety of ways. 
The broad policies and measures for 
development are laid down by this 
Agency, and they are implemented 
through the local bureaus of the 
Ministry of International Trade 
& Industry, and by the prefectural 
and municipal Governments. 

One of the important functions of 
the S. E. A. is to provide technical 
assistance and guidance to small 
enterprises in Japan. For this 
purpose, there are about 5000 con¬ 
sultants registered with the S. E. A. 
apart from the 500 odd prefectural 
officials. The services of these 
consultants and officials are made 
available to small enterprises 
applying for assistance. The 
services of the Government con¬ 
sultants are free, while those of 
outside consultants are paid for. 

The Industrial Science and Tech¬ 
nological Division of the Ministry 
of International Trade & Industry 
(MITI) has set up several National 


Research and Testing Institutes 
which are described below. 

17.11. Industrial Research Insti¬ 
tutes 

There are 167 Industrial Research 
Institutes all over Japan for the 
purpose of research, testing and 
guidance to small enterprises. 
These Institutes are financed wholly 
by the metropolitan or the muni¬ 
cipal authorities concerned. 

We had the opportunity of visiting 
the Tokyo Metropolitan Industrial 
Research Institute and going round 
its workshops and laboratories. It 
consisted of one General (or 
Administrative) Department and 
Five Technical Departments—(i) 
Guidance Department for planning 
and technical guidance *, (ii) 
Mechanical Department for Perfor¬ 
mance testing, material testing, 
machinery and precision measuring; 
(iii) Chemical Department for 
organic and inorganic chemistry, 
chemical metallurgy, ete. (iv) 
Metallurgical Department; and 
(v) Industrial Arts Department for 
designs and production of Indus¬ 
trial arts. The staff of this Insti¬ 
tute consisted of 91 Scientists and 
Technicians and 21 Administrative 
and Accounting personnel. 

The principal functions of this 
Institute (as of similar ones in other 
cities) are :■— 

(1) Research in industrial 
technology. 

(2) Guidance & consultation 
to small units. 

(3) Testing facilities for small 
units. 

(4) Laboratory facilities for 
small units. 

The services rendered by this 
Institute are not completely free, 
as the firms and individuals using 
the Institute’s facilities are charged 
small fee. The Institute arranges 
refresher courses and lectures on 
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technical subjects for persons 
actually employed in small and 
medium enterprises. At the 
request of the manufacturers or 
their unions, the technical staff of 
the Institute visit them for giving 
technical guidance and advice. The 
Institute also arranges technical 
contests every year and publishes 
from time to time reports regarding 
their activities and results of their 
research, 

In cases where the research facili¬ 
ties of the Institute are found 
inadequate, the problem is 
referred by them to universities and 
other technical institutions. 

17.12. Industrial Arts Institute 

The Industrial Arts Institute, an 
agency of the Industrial Science 
and Technology Division of the 
Ministry of International Trade & 
Industry, is a unique national 
organisation designed to assist 
manufacturers and craftsmen in the 
improvement of designs, applica¬ 
tion of new materials modernisa¬ 
tion of traditional industrial art 
techniques and improvement of the 
packing techniques involved in the 
transportation of industrial pro¬ 
ducts, with a view to promoting 
Japan’s export trade. It is one of 
the eleven Research and Testing 
Institutes in the country under the 
Agency of Industrial Science and 
Technological Division of the 
MITI. 

The activities of the Institute in 
the field of research for utilisation 
of indigenous materials for manu¬ 
facture of traditional or new items 
was particularly noteworthy. The 
Institute is fully and adequately 
equipped with every kind of 
machinery and equipment required 
for its research work. 

17.13. Saitama Casting Research 
Laboratory (Kawaguchi 
City) 

This Institute was established by 
the Saitama Prefectural Govern¬ 


ment at the request of small scale 
industries for solving their casting 
problems. In Kawaguchi City 
area Coke and Iron and Moulding 
Sand (from the nearby river) are 
easily available and this has led to 
the concentration of about 500 
Cast Iron Foundries, 90% of which 
have less than 50 employees (This 
area contributes about 10 %of the 
annual production of Cast Iron 
castings of 1.5 million tons of 
Japan). This laboratory has done a 
lot of research in the Cast Iron 
foundry processes especially (a) 
Development of economic Processes 
for the manufacture of Machanite 
Cast Iron on small scale and (b) 
effect of moisture on iron casting 
process and its control. Results of 
research carried out as above as 
well as many other items have been 
published. 

The laboratory provides technical 
service by way of spot guidance, 
display of films, arrangement of 
exhibitions and literature and 
publication of periodicals. 

There is also the provision of 
facilities of physical testing of 
material and chemical analysis 
(which are carried out on request 
and on payment of a nominal fee 
of 100 Yen per request). The 
laboratory also has a training 
programme varying from 3 months 
to a year. The trainees can be 
categorised as (1) University 
students studying for graduation 
course, (2) apprentices (sons of 
foundrymen or foundry owners) 
and (3) Workers from foundries. 
The training is given free. 
(During 1958, there were 61 
trainees in all). 

17.14. Conclusions and Recom¬ 
mendations 

Technical assistance to small units 
and the training of the persons 
employed in these units are the 
basic programmes of the STATENS 
HANTVERKSIN STITUTE in 
Sweden, the Industrial Research 
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Institute in Japan and the School 
of Crafts and Industry in Germany. 
Going through the different 
sections and workshops of these 
Institutes, we were greatly 
impressed by the extent as well as 
the variety of their activities. 
These visits have convinced us of 
the unlimited scope of the work, 
which lies ahead of the Small 
Industries Service Institutes and 
Extension Centres, by means of 
which the system of technical assis¬ 
tance and guidance to small 
industries is being developed in 
India. 

Short term courses have recently 
been started in various trades by 
the Extension Centres and Mobile 
Vans and, to a limited extent, by 
the Small Industries Service 
Institutes. It is very essential that 
these programmes should be 
expanded considerably so that 
technicians of different grades are 
given adequate training in improved 
methods and processes from time 
to time. Perhaps, the shortage of 
suitable technical personnel in the 
Institutes and Extension Centres 
may be an obstacle in the way of 
expansion of such training facilities, 
but this could be overcome by 
developing the system of employing 
on a part-time basis, experienced 
men drawn from our industrial 
enterprises, from other Government 
Organisations or from technical 
institutions. Such a system, apart 
from making for effective utilisa¬ 
tion of the national talent, has also 
the advantage of facilitating a 
broader interchange of ideas 
among all those engaged in the 
industrial development of the 
country. 

Apart from technical assistance 
to, and short-term training of 
technicians engaged in, small 
industries, there should be an 
unceasing flow of very large 
numbers of skilled workers and 
entrepreneurs for the success of a 
programme, such as ours, aimed at 


the massive development of small 
industries. In the countries we 
have visited, there are ample facili¬ 
ties for training of pupils in 
technical institutes and of 
apprentices in large factories. We 
have pointed out the contribution 
made by the large firms visited by 
us towards increasing the number 
of trained persons in the respective 
countries. In our own country, 
the Government is now proposing 
to introduce an apprenticeship 
legislation for the purpose of 
producing large numbers of skilled 
workers by compulsory training of 
apprentices in large factories. We 
have no doubt that this is a step 
which will go a long way in solving 
the problem of shortage of skilled 
workers in India. 

As regards technical assistance it 
has frequently been pointed out 
that the S.I.S.Is. are not adequately 
staffed with technical persons to 
give specialised assistance to 
different kinds of small industries 
in their respective areas. In this 
connection we would suggest the 
adoption of the system of “regis¬ 
tration of consultants” as practised 
by the Small Enterprise Agency in 
Japan. The consultants need not 
necessarily be employees of the 
Small Industries Service Institutes 
but can be registered by ihese 
Institutes on a panel to be main¬ 
tained by them. The consultants 
could be drawn from all available 
sources within the country— 
Government, industry, technolo¬ 
gical institutes etc. and their 
services could be utilised for giving 
assistance to small units whenever 
it is found that the Institutes do not 
have technical staff required for 
the particular trade or even as a 
supplement to the services rendered 
by the Institutes’ staff. 

In the matter of research for 
small industries, reference has been 
made to the activities of the 
Industrial Research Institutes and 
the Industrial Arts Institutes in 
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Japan, of the Statens Hantverk- 
sinsitute in Sweden and of the Small 
Business Administration in America. 
The fact that there are as many as 
167 Industrial Research Institutes 
and 11 Industrial Arts Institutes in 
Japan shows the extreme 
importance attached to this matter 
by the Japanese authorities. The 
vital role of the industrial Arts 
Institutes, which are concerned 

with utilisation of indigenous raw 
materials and evolution of new 
product designs, need hardly be 
overstressed in an economy 

dependent on the export market to 
a large extent. 

The activities of these Institutes 
are of great significance to India in 
the present context, when industries 
are facing hardship due to shortage 
of imported raw materials and 

when the imperative need is to 
overcome difficulties of foreign 
exchange by increasing export 
earnings. The functions of the 
Small Industries Service Institutes 
also include that of conducting 
experiments and research on 
problems of small industries in 
India, but very little seems to have 
been done in this direction so far. 
Presumably, this is due to the fact 
that they are still not adequately 
equipped with the machinery and 
the staff required for the purpose. 
We feel that these shortcomings 
should be remedied as early as 
possible, so that they play their 
proper role not only in the 
development of small industries but 
also in stimulating the utilisation 
of indigenous materials for 
export earning. 

There is already an Industrial 
Design Cell in the Office of the 
Development Commissioner for 
Small Scale Industries at New 
Delhi. We recommend that this 
Industrial Design Cell should be 
strengthened further and raised to 


the status of an industrial Arts 
Institute functioning under the 
Development Commissioner. 1 his 
Institute should be in a position to 
conduct research on utilisation of 
indigenous raw materials and 
creation of new and attractive 
designs for products of small 
industries. The Small Industries 
Service Institutes and Extension 
Centres would be the ideal agencies 
for dissemination of the results 
of such research and experiments 
and for creating an immediate 
impact on the small industries they 
are serving. 

Obviously, one such Institute for 
the whole of the country will not 
be enough and in due course when 
experience of the working of the 
first one is available, others will 
need to be established in the other 
parts of the country. 

We would also commend the 
adoption, in our country, of the 
steps taken by the Small Business 
Administration in America to 
collect and disseminate the results 
of research to small units. Our 
national research establishments 
conduct research, the results of 
which could perhaps be very useful 
for the development of small 
industries in India It would be a 
good idea if the Headquarters of 
the Small Industries Organisation 
could undertake the collection and 
dissemination of such information, 
advising small entrepreneurs the 
manner in which they should set 
about for acquiring patents, the 
sources to which they should apply, 
the terms and conditions for such 
acquisition, etc. 

In addition to the above, we feel 
that the scope for utilising our 
National Research Laboratories 
and Universities to do research on 
problems of special interest to 
small industries may be examined 
seriously. 



18 : Industrial Cooperatives in japan 


No deliberate efforts appear to 
have been made by any of the 
countries we visited except Japan 
for the development of coopera¬ 
tives in the field of industry. 
While no detailed observations 
were possible in Sweden, we 
gathered the impression that there 
was hardly any industrial coopera¬ 
tive in that country. In Germany 
and U. S. A., cooperation except 
in the field of agriculture does not 
seem to have made any headway 
at all. 

18.1. Types of Cooperatives 

In Japan, since the promulgation 
of the “Smaller Industries, etc. 
Cooperation Law” in 1949, the 
smaller industries have been 
organising various kinds of co¬ 
operatives. The law recognizes six 
types of cooperatives. 


(i) Common Facility 

Co- 

operatives; 


(ii) Common Facility 

Small 

Cooperatives ; 


(iii) Joint Enterprise 

Co- 

operatives; 



(iv) Credit Cooperatives ; 

(v) Fire Insurance Mutual Co¬ 
operatives ; 

(vi) Federation of Cooperatives; 


According to the statistics of the 
Smaller Enterprise Agency of the 
Ministry of International Trade 
and Industry, as on the 20th June 
1959, there were all over Japan 
24,879 Common Facility Co¬ 
operatives, 28 Fire Insurance 
Cooperatives, 461 Credit Co¬ 
operatives, 275 Federations of 
Cooperatives, 1 Federation of 
Credit Cooperatives and 10,525 
Joint Enterprise Cooperatives. 

Common Facility Cooperatives 
are composed of individual entre¬ 
preneurs who retain their indepen¬ 
dence but form an association to 
bring about rationalisation on a 
cooperative basis where it cannot 
be achieved individually. Enter¬ 
prises which have less than 300 
employees (or semi-commercial and 
service enterprises having less than 
30 employees) can be organised 
into common facility cooperative 
or can be members of such Co¬ 
operatives. Workers cannot be 
members of these Cooperatives; 
only owners can become members. 
The main activities of these Co¬ 
operatives are purchase and 
distribution of raw materials, etc. 
required by the members, marketing 
and arranging financing facility 
for the members. In addition, they 
can and do engage in joint proces¬ 
sing for any service facility required 
by all the members, stocking and 



warehousing, transportation, check¬ 
ing and testing, market research 
etc. Common Facility Small Co¬ 
operatives are also similar to these, 
but are organised in petty enter¬ 
prises employing less than 5 
employees (less than 2 in mercantile 
and service enterprise). 

Joint Enterprise Cooperatives 
appear to be similar to our concep¬ 
tion of Industrial Cooperatives 
for production purposes. These 
are enterprises operated by pooling 
capital and labour of the members 
to function as one business unit. 

The functions of Credit Co¬ 
operatives have been described in 
the chapter on Financing of Small 
Industries. 

The Fire Insurance Cooperatives 
are designed to give mutual relief 
to small industries in case of 
damage to property by fire, which 
is reported to be frequent in Japan. 
There are also private commercial 
fire insurance companies, but as 
their charges are higher, it is 
advantageous to small enterprises 
to organise themselves into 
cooperatives for this purpose, so 
that mutual relief could be given 
at a considerably less premium. 
Under the law, only one Fire 
Insurance Mutual Cooperative is 
permitted in each prefecture for 
each type of industry. 

A Federation of Cooperatives 
may be a Federation of the 
Common Facilities Cooperatives, 
Fire Relief Cooperatives or Credit 
Cooperatives. 

18.2. Government Assistance 

The Japanese Government has 
taken a number of measures to 
popularise these cooperatives and 
extends some financial and other 
concessions to them. These 
administrative measures include 
distribution of printed literature 
on the operation of these co¬ 
operatives, provision of a system 
of consultation for cooperatives, 


organisation of frequent meetings 
to propagate the idea of coopera¬ 
tion and commendation of 
excellent cooperatives and 
members. 

Cooperatives are given a favoured 
treatment in taxation. Some types 
of Cooperatives are registered on a 
nominal fee. Industrial Co¬ 
operatives, however, have to pay 
no registration fee and they are 
also given the benefit of a conces¬ 
sional rate of corporation tax. 
The bonus declared by cooperatives 
is tax-free. 

In the matter of financial facilities 
the Japanese Government have, as 
has been pointed out earlier, 
sponsord the establishment of 
a semi-Government Institution- 
Central Bank for Commercial and 
Industrial Cooperatives for financ¬ 
ing cooperatives of small and 
medium enterprises and their 
members. Long term loans 
(usually of five years’ duration) 
are given to Common Facility 
Cooperatives for purchase of 
equipment and machinery required 
for joint production, processing, 
inspection, testing and transport¬ 
ation. These loans are interest 
free. No subsidy is, however, given 
for running these Common Service 
Facilities. 

The administrative expenses of 
the Central Federations of different 
types of cooperatives of small 
enterprises are subsidised to a 
substantial extent by the Japanese 
Government. 

18.3. Kawaguchi Casting Co¬ 
operative 

We were taken to Common Faci¬ 
lity Cooperative in Kawaguchi 
City, a few miles from Tokyo. This 
was composed of 446 small enter¬ 
prises engaged in casting, and 
employing 11,884 persons. The 
Cooperative gave technical and 
management guidance to its mem¬ 
bers and assistance in getting long¬ 
term loans from banks and sight 



draft facilities, besides providing 
certain common service facilities 
described earlier. The society was 
started in 1905 and came under 
Government Enactment in 1934. 
It has now a capital of 300 million 
yens and its annual budget is of 
the order of 40 million, of which 
36.S million was reported to be 
its annual income from the members 
for services rendered and 3.2 
million the fees received from the 
members. 

18.4. Conclusions and Recommen¬ 
dations 

The Government of India have 
already taken several measures 
to encourage the formation of 
Industrial Cooperatives and have 


taken certain decisions on the 
Report submitted on the subject 
some time ago to the Small Scale 
Industries Board. The only 
suggestion that we can make on 
the result of our experience in 
Japan is that we should encourage 
the formation of cooperatives of 
different types and specially of 
cooperatives like the Common 
Facility Cooperative of Japan 
where several units joined together 
to establish a cooperative for 
rendering to themselves various 
kinds of services as in the case of 
Kawaguchi Cooperative. Such 
Cooperatives can do a great deal 
to increase the productivity of 
individual units; they will also 
mean a saving in national re¬ 
sources. 
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PART VI : SUMMARY OF RECOMMENDATIONS 


1. Legislation 

Although constitutionally Small 
Scale Industries falls within the 
sphere of State Governments, it has 
already been recognised that sub¬ 
stantial efforts on the part of the 
Central Government are also nece¬ 
ssary to coordinate the activities of 
State Governments to evolve a 
suitable pattern of development and 
to accelerate the process of develop¬ 
ment of these industries in the 
country, The various measures 
taken by the Government of India 
so far have contributed in no Small 
measure to increasing the tempo of 
development of small industries in 
the country and have laid the found¬ 
ations for building them on strong 
and stable lines. We consider that it 
would be necessary for the Central 
Government to continue to take 
this active interest in the sphere of 
Small Scale Industries and that the 
time has now come to consider the 
introduction of suitable legislative 
measures to maintain this progress. 
We, therefore, recommend that the 
legislative measures in force in the 
U.S.A. and in Japan be considered 
by the Small Scale Industries Board 
to see to what extent they could be 
adapted to suit Indian conditions. 

2. Sub-contracting & development 
of Ancillary Industries 

(i) The system of sub-contracting 
has not developed to any 
appreciable extent in India. The 
efforts of the National Small 
Industries Corporation to 


popularise this idea have not 
resulted in any significant 
progress. We do not consider 
that this is a task which could be 
adequately handled by a single 
organisation like the National 
Small Industries Corporation. 
To achieve any real progress 
there should be a coordinated 
attempt by all the organisations 
concerned with the industrial 
development of the country. 

(ii) The Associations of Small In¬ 
dustries in each State can, in 
cooperation with the large units 
in their area, bring out an 
Annual Directory of small and 
large industries ; this Directory 
should contain as much infor¬ 
mation as possible about the 
products of each of the units 
listed so that every unit knows 
the requirements of the others 
in their area and mutual con¬ 
tacts are facilitated. 

(iii) The large industrial establish¬ 
ments should take greater 
interest in developing ancillaries 
and the system of sub-contrac¬ 
ting. They should render 
active technical and other 
assistance to their sub-contrac¬ 
tors to ensure the quality and 
timely delivery of the products 
by the latter, instead of leaving 
the entire reponsibility to the 
sub-contrators themselves. Such 
assistance should include supply 
of jigs, tools and fixtures free 
of cost as well as full working 


72 



drawings and detailed specifica¬ 
tions, besides suitable training, 
whenever required, to the 
technicians of the sub-contrac¬ 
tors. 

(iv) Trade and industries Associa¬ 
tions should persuade their 
members to utilise the sub¬ 
contracting capacity of small 
units to the maximum extent 
possible and also to give 
adequate assistance to small 
units in the execution of sub¬ 
contracts. 

(v) Government should issue 
instructions to public sector 
projects to encourage small 
business sub-contracting. New 
Industries applying for licence 
under the Industries (Develop¬ 
ment & Regulation) Act should 
be persuaded not to invest on 
machinery for manufacture of 
items for which there is capacity 
in the small scale sector. 

(vi) The technical officers of the 
Small Industries Service Insti¬ 
tutes in different States should 
be in constant touch with the 
large industries in their area 
with a view to finding out the 
possibilities of getting as many 
of the parts and components as 
possible manufactured by small 
units in their jurisdiction. Apart 
from locating the sub-contracts 
in this manner,they should also 
follow up the execution of such 
contracts by active technical 
and other necessary assistance 
to the small units concerned. 

(vli) Small Industries Associations 
should develop in the small 
units in their area a greater 
sense of quality consciousness 
and of responsibility in the 
satisfactory execution of the 
sub-contracts They should 
also take steps to ensure that 
the small units in their jurisdic¬ 
tion constantly strive to im¬ 
prove the quality of their 
products as well as their 
efficiency. 


(viii) It is suggested that arrange¬ 
ments may be made by Govern¬ 
ment and Trade Associations 
for display of parts and compo¬ 
nents of machinery, Railway 
stores, motor vehicles, etc. 
together with their drawings and 
specifications, at different 
Centres. 

3. Purchase of Stores by Government 

(i) Supply of stores to Government 
from small units could be in¬ 
creased considerably, if large 
contractors are persuaded to 
sub-contract as many items as 
possible to small units, consis¬ 
tent of course with their contra¬ 
ctual obligations for delivery of 
stores to the D.G.S.&.D. 

(ii) Government should study in 
greater detail the actual working 
of the Defence Sub-contracting 
Small Business Programme and 
the Air Force-Industry Small 
Business Programme in America, 
for adaptation to Indian 
conditions. 

(iii) Arrangements should be made 
to ensure that a reasonable 
proportion of such stores as are 
purchased direct, instead of 
through the D.G.S &.D., by the 
Defence Services, Railways and 
Stores Purchase Departments of 
the' State Governments, is 
procured from small scale 
industries, 

4. Financing of small Industries 

(i) To cope with the anticipated 
increase in credit requirements 
in the Third Plan Period, it 
would be necessary not only to 
expand the scope of activities of 
the existing financial agencies 
but also to create new sources 
of credit. In regard to new 
sources, we think it would be 
worthwhile to study the Small 
Business Investment Act 1958 
in the United States with a view 
to exploring the possibilities of 
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encouraging the establishment 
of small business investment 
companies in India. We recom¬ 
mend that the S. S. I. Board 
may examine this problem. 

(ii) In addition to the Credit 
Guarantee Scheme proposed to 
be introduced by the Reserve 
Bank of India in respect of 
loans given to small industries 
by institutional agencies, we 
recommend the adaptation of 
the system of “ participation ” 
loans as practised by the Small 
Business Administration of 
America with reference to the 
loans given by the Directorates 
of Industries. The participa¬ 
tion scheme has the advantage 
of ensuring the liquidity of the 
funds of the participating 
institutional agencies as well as 
that of expanding the scope of 
any provision that may be 
allotted to the departmental 
agencies for disbursement of 
loans to small units during the 
Third Plan period. 

5. Common Service Facilities 

There is considerable scope for 
expansion of these facilities, and we 
suggest that special incentives may 
be given to any entrepreneur, 
association or coorperative in¬ 
terested in setting up such Centres. 

6. Research and Technical 
assistance 

(i) There is unlimited scope for 
expansion of the short-term 
courses run by the Small Indus¬ 
tries Service Institutes and 
Extension Centres for training 
the technicians of various kinds 
of small industries. To over¬ 
come the shortage of technical 
personnel, which stands in the 
way of expansion of such 
training facilities, we recom¬ 
mend the system of employing 
on a part time basis experienced 
men drawn from our industrial 


enterprises, Government organi¬ 
sations and other technical 
institutions. 

(ii) We welcome the proposed 
legislation for compulsory 
training of apprentices in large 
factories to facilitate the avila- 
bility of large number of skilled 
workers required for develop¬ 
ment of small scale industries 
in the Third Plan. 

(iii) To overcome the difficulties of 
adequately staffing the Small 
Industries Organisation, we 
suggest the adoption of a 
system registration of consul¬ 
tants. who should be ex¬ 
perienced men drawn from 
industry, Government or 
technical institutions in the 
country. These consultants 
could be called upon by the 
Small Industries Organisation, 
as and when necessary, either 
for giving specialised technical 
assistance to small units or for 
supplementing the services 
being rendered by the technical 
staff of the Institutes. 

(iv)The Industrial Design Cell in 
the Office of the D. C. (SSI) 
should be raised to the status 
of an Industrial Arts Institute 
and should undertake research 
on problems of small industries 
in cooperation, whether neces¬ 
sary, with other technical and 
research institutions in the 
country for utilisation of 
indigenous raw materials, and 
on evolution of new and attrac¬ 
tive designs for products of 
small industries. The results of 
such research and experiments 
should be disseminated through 
the Institutes and Extension 
Centres all over the country. 

Obviously, one such Institute 
for the whole of the country 
will not be enough and in due 
course when experience of the 
working of the first one is 
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available, others will need to 
be established in the otner 
parts of the country. 

(v) The Small Industries Organi¬ 
sation could act as a central 
point for collection and dissemi¬ 
nation of results of research 
which are conducted by the 
research institutions in the 
country and which are con¬ 
sidered useful for small 
industries. 

(vi) In addition to this, we feel 
that the scope for utilising our 


National Research Laboratories 
and Universities to do research 
on problems of special interest 
to small industries may be 
examined. 

7. Industrial Cooperatives 

(i) Encouragement should be given 
to the formation of different 
types of industrial cooperatives 
by small entrepreneurs, parti¬ 
cularly cooperatives for 
common facilities required by 
them. 
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APPENDIX I 


LIST OF PLANTS AND ORGANISATIONS VISITED 

August. 

Sweden : 

1. Swedish Institute, Fleminggatan 75. 

2. Swedish Mechanic Association (Sverigo Mekanforbund). 

3. Swedish Federation of Crafts and Small Industries. 

4. Royal Board of Trade. 

5. Swedish Government Institute for Handicrafts (Statens 
Hantverks i ns tit ut). 

6. National Swedish Oil Consumers’ Union. 

7. Enterprises Confederation of the County of Stockholm. 

8. Swedish Small Scale Industries Export Association, 12 
Vasagatan. 

9. A bicycle factory in the University Town of Upsala. 

10. National Institute for Trade & Handicrafts. 

Federal Republic of Germany : 

1. Bundesamt fuer gewerbliche wirtschaft. 

2. Matra-Werke G. M. B. H. 

3. Paul Feld Maschinen Fabrik (Industrial Sewing machine 
manufacturers). 

4. Gildner-Motoren Works, Achfenberg. 

5. Gewerbefoerderungsastalt (School of Crafts & 
Industry), 

6. Volksbank of Frankfurt. 
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7- Society for Industrial Collaboration. 

8. V. D. M. A. (Association of machine tool manufacturers 
of W. Germany). 

United States of America : 

1. International Business Machine Corporation, South 
Road, Poughkeepsie. 

September 

2 . Plant visits and discussions at the following concefns 
operating as sub-contractors to I. B. M 

(i) The Cavalier Gage Co. Poughkeepsie. 

(ii) M/s. Petz & Co., Poughkeepsie. 

(iii) The Park Electronics Corporation, Hyde Park. 

3. Contract Plating Company, 540 Longbrook Avenue, 
Stratford, Connecticut. 

4. Department of Air Force, USAF Small Industries 
Office of Air Procurement District, New York. 

5. New York Office of the General Services Administration. 

6 . New York Regional Office of Small Business 
Administration. 

7. U. S. Department of Commerce, Business & Defence 
Services Administration. 

8. U. S. Department of Labour, Office of Internationa 
Affairs, Washington D. C. 

9. Small Business Administration, 811, Vermont Avenue, 
N. W. Washington D. C. 

10. Department of Air Force, The Pentagon. Washington 
25, D. C. 

11. American Council on Education, Washington Inter¬ 
national Centre. 

12. BENDIX Radio Division, Bendix Aviation Corporation, 
Baltimore 4, Maryland. 

13. Merchant & Company, Baltimore, Maryland. 

14. Chrysler Corporation, 341, Massachusetts Avenue, 
Detroit 31, Michigan. 

15. Sciaky Bros., Chicago. 

16. Small Motors Inc., Chicago. 

17. Armour Research Foundation, Chicago. 

18. Stanford Research Institute, Menlo Park, California. 

19. Bank of America National Trust & Savings Association, 
300, Montegomery Street, San Francisco, California. 



Japan 


1. Japan Productivity Centre, Tokyo. 

October 

2. Japan Machinery & Metals Inspection Institute, Tokyo. 

3. Industrial Art Institute, Tokyo. 

4. Tokyo Shibaura Electric Co., Ltd, Kawasaki City. 

5. Visits to plants of sub-contractors to Tokyo Shibaura 
Electric Co. 

6. Saitama Prefectural Casting Research Laboratory. 

7. Kawaguchi Nainenki Chuzo K.K. 

(Kawaguchi Internal Combustion Engine Casting Co.), 
Kawaguchi City. 

8. Casting Cooperatives, Kawaguchi City. 

9. Tokyo Metropolitan Industrial Promotion Centre, 
Tokyo. 

10. Ichikawa Seisakusho K. K. (Automotive Parts Manufac¬ 
turers), Tokyo. 

11. Visit to plants of sub-contractors. 

12. Smaller Enterprise Agency, Ministry of Internationa] 
Trade & Industry, Tokyo. 
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APPENDIX II 


SMALL BUSINESS ACT OF 1958 

An Act to amend the Small Business Act of 1953, as amended 


Be it enacted by the Senate and House of Representatives 
of the United States of America in Congress assembled, that 
title II of the Act of July 30, 1953 (Public Law 163, Eighty- 
third Congress), as amended, is hereby withdrawn as a part of 
that Act and is made a separate Act to be known as the 
"Small Business Act”. 


Sec. 2. The Small Business Act is amended to read as follows : 

Citation "Sec. 1. This Act may be cited as the "Small Business 

Act”. 

Policy of "Sec. 2. (a) The essence of the American economic system 

Congress of private enterprise is free competition. Only through full 

and free competition can free markets, free entry into busi¬ 
ness, and opportunities for the expression and growth of per¬ 
sonal initiative and individual judgment be assured. The 
preservation and expansion of such competition is basic not 
only to the enconomic well-being but to the security of this 
Nation. Such security and well-being cannot be realised 
unless the actual and potential capacity of small business is 
is encouraged and developed. It is the declared policy of the 
Congress that the Government should aid, counsel, assist, and 
protect, insofar as is possible, the interests of small-business 
concerns in order to preserve free competititve enterprise, to 
insure that a fair proportion of the total purchases and 
contracts for property and services for the Government 
(including but not limited to contracts for maintenance, repair, 
and construction) be placed with small-business enterprises, 
to insure that a fair proportion of the total sales of Govern¬ 
ment property be made to such enterprises, and to maintain 
and strengthen the overall economy of the Nation. 

"(b) Further, it is the declared policy of the Congress that 
the Government should aid and assist victims of floods and 
other catastrophes. 


Small business “Sec. 3. For the purposes of this Act, a small-business 
defined concern shall be deemed to be one which is independently 

owned and operated and which is not dominant in its field of 
operation. In addition to the foregoing criteria, the 
Administrator, in making a detailed definition, may use these 
criteria, among others : Number of employees and dollar 
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volume of business. Where the number of employees is used 
as one of the criteria in making such definition for any of the 
purposes of this Act. the maximum number of employees 
which a small-business concern may have under the definition 
shall vary from industry to industry to the extent necessary 
to reflect differing characteristics of such industries and to 
take proper account of other relevant factors. 


Small Business 
Administration 

Under President 

Independent 

Agency 


Administrator 


Deputy 

Administrators 


“Sec.4(a) In order to carry out the policies of this Act 
there is hereby created an agency under the name “Small 
Business Administration" (herein referred to as the 
Administration), which Administration shall be under the 
general direction and supervision of the President and shall 
not be affiliated with or be within any other agency or depart¬ 
ment of the Federal Government. The principal office of the 
Administration shall be located in the District of Columbia. 
The Administration may establish such branch and regional 
offices in other places in the United States as may be deter¬ 
mined by the Administrator of the Administration. As used 
in this Act, the term “United States" includes the several 
States, the Territories and possessions of the United States, 
the Common-wealth of Puerto Rico, and the District of 
Columbia. 

“(b) The management of the Administration shall be 
vested in an Administrator who shall be appointed from 
civilian life by the President, by and with the advice and 
consent of the Senate and who shall be a person of outstan¬ 
ding qualifications known to be familiar and sympathetic with 
small-business needs and problems. The Administrator shall 
not engage in any other business, vocation, or employment 
than that of serving as Administrator. The Administrator is 
authorised to appoint three Deputy Administrators to assist 
in the execution of the functions vested in the Administra¬ 
tion. 


Revolving funds “(c) The Administration is authorised to obtain money 
from the Treasury of the United States for use in the perfor¬ 
mance of the powers and duties granted to or imposed upon 
it by law, not to exceed a total of $650,000,000 outstanding 
at any one time. For this purpose appropriations not to 
exceed $650,000,000 are hereby authorised to be made to a 
revolving fund in the Treasury. Advances shall be made to the 
Administration from the revolving fund when requested by 
the Adminstration. This revolving fund shall be used for the 
purposes enumerated subsequently in sections 7(a), 7(b), and 
8(a). Not to exceed an aggregate of $500,000,000 shall be 
Business loans outstanding at any one time for the purposes enumerated in 
$500,000,000 section 7(a). Not to exceed an aggregate of $125,000,000 
Disaster loans shall be outstanding at any one time for the purposes enumera- 
$ 125,000,000 ted in section 7(b). Not to exceed an aggregate of $25,000,000 
shall be outstanding at any one time for the purposes enume- 
Prime contracts rated in section 8(a). The Administration shall pay into 
$25,000,000. miscellaneous receipts of the Treasury, at the close of each 
fiscal year, interest on the net amount of the cash disburse¬ 
ments from such advances at a rate determined by the 



Loan Policy 
Board 


Administrative 

powers 


Administrator 

may 

Sue and be 
sued 


Secretary of the Treasury, taking into consideration the 
current average rate outstanding interest-bearing marketable 
public debt obligations of the United States of comparable 
maturities. 

“(b) There is hereby created the Loan Policy Board of the 
Small Business Administration, which shall consist of the 
following members, all ex officio: The Administrator, as 
Chairman, the Secretary of the Treasury and the Secretary of 
Commerce. Either of the said Secretaries may designate an 
officer of his Department, who has been appointed by the 
President by and with the advice and consent of the Senate, 
to act in his stead as a member of the Loan Policy Board with 
respect to any matter or matters. The Loan Policy Board 
shall establish general policies (particularly with reference to 
the public interest involved in the granting and denial of 
applications for financial assistance by the Administration and 
with reference to the coordination of the functions of the 
Administration with other activities and policies of the 
Government), which shall govern the granting and denial of 
applications for financial assistance by the Administration; 

“Sec. 5(a) The Administration shall have power to 
adopt, alter, and use a seal, which shall be judicially noticed. 
The Administrator is authorised, subject to the civil-service 
and classification laws, to select, employ, appoint, and fix the 
compensation of such officers, attorneys, and agents as shall 
be necessary to carry out the provision of this Act ; to define 
their authority and duties ; to provide bonds for them in such 
amounts as the Administrator shall determine, and to pay 
the costs of qualification of certain of them as notaries public. 
The Administration, with the consent of any board, commi¬ 
ssion, independent establishment, or executive department of 
the Government, may avail itself on a reimbursable or non¬ 
reimbursable basis of the use of information, services, facilities 
(including any field service thereof), officers, and employees 
thereof, in carrying out the provisions of this Act. Subject 
to the standards and procedures under section 505 of the 
Classification Act of 1949, as amended not to exceed fifteen 
positions in the Administration may be placed in grades 16,17 
and 18 of the General Schedule established by that Act, and 
any such positions shall be additional to the number authori¬ 
sed by such section. 

“(b) In the performance of, and with respect to, the 
functions, powers, and duties vested in him by this Act the 
Administrator may— 

“(1) sue and be sued in any court of record of a State 
having general jurisdiction, or in any United States 
district court, and jurisdiction is conferred upon such 
district court to determine such controversies without 
regard to the amount in controversy ; but no attachment, 
injunction, garnishment, or other similar process, mesne 
or final, shall be issued against the Administrator or 
his property; 
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Dispose of 
property 


Utilize 

property 


Collect claims 


Acquire 

property 


Issue 

regulations 


“( 2 ) under regulations prescribed by him, assign or sell at 
public or private sale, or otherwise dispose of for cash 
or credit, in his discretion and upon such terms and 
conditions and for such consideration as the Adminis¬ 
trator shall determine to be reasonable, any evidence of 
debts, contract, claim, personal property, or security 
assigned to or held by him in connection with the 
payment of loans granted under this Act, and to collect 
or compromise all obligations assigned to or held by 
him and all legal or equitable rights accruing to him in 
connection with the payment of such loans until such 
time as such obligations may be referred to the Attorney 
General for suit or collection ; 

“(3) deal with, complete, renovate, improve, modernize insure 
or rent, or sell for cash or credit upon such terms and 
conditions and for such consideration as the Adminis¬ 
trator shall determine to be reasonable, any real 
property, conveyed to or otherwise acquired by him in 
connection with the payment of loans granted under 
this Act; 

“(4) pursue to final collection, by way of compromise or 
otherwise, all claims against third parties assigned to the 
Administrator in connection with loans made by him. 
This shall include authority to obtain deficiency 
judgments or otherwise in the case of mortgages assigned 
to the Administrator. Section 3709 of the Revised 
Statutes, as amended (41 U. S. C. Sec. 5), shall not be 
construed to apply to any contract of hazard insurance 
or to any purchase or contract for services or supplies 
on account of property obtained by the Administrator 
as a result of loans made under this Act if the premium 
therefor or the amount thereof does not exceed $ 1,000. 
The power to convey and to execute in the name of the 
Administrator deeds of conveyance, deeds of release, 
assignments and satisfactions of mortages, and any 
other written instrument ralating to real property or 
any interest therein acquired by the Administrator 
pursuant to the provisions of this Act may be exercised 
by the Administrator or by any officer or agent appointed 
by him without the execution of any expressed delegation 
of power or power of attorney. Nothing in this section 
shall be construed to prevent the Administrator from 
delegating such power by order or by power of attorney, 
in his discretion, to any officer or agent he may 
appoint; 

“(5) acquire, in any lawful manner, any property (real, 
personal, or mixed tangible or intangible), whenever 
deemed necessary or appropriate to the conduct of the 
activities authorised in sections 7 (a) and 7 (b). 

“(6) make such rules and regulations as he deems necessary 
to carry out the authority vested in him by or pursuant 
to this Act ; 
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“(7) in addition to any powers, functions, privileges, and 
immunities otherwise vested in him, take any and all actions, 
including the procurement of the services of attorneys 
by contract, determined by him to be necessary or 
desirable in making servicing, compromising, modifying, 
liquidating, or otherwise dealing with or realizing on 
loans made under the provisions of this Act; but no 
attorneys’ services shall be procured by contract in any 
office where an attorney or attorneys are or can be 
economically employed full time to render such 
services ; 

“(8) pay the transportation expenses and per diem in lieu of 
subsistence expenses, in accordance with the Travel 
Expense Act of 1949, for travel of any person employed 
by the Administration to render temporary services not 
in excess of six months in connection with any disaster 
referred to in section 7 (b) from place of appointment to, 
and while at, the disaster area and any other temporary 
posts of duty and return upon completion of the 
assignment; and 

“(9) accept the services and facilities of Federal, State, and 
local agencies and groups, both public and private, and 
utilise such gratuitous services and facilities as may, from 
time to time, be necessary, to further the objectives of 
section 7 (b). 

“(c) To such extent as he finds necessary to carry out the 
provisions of this Act, the Administrator is authorised to 
procure the temporary (not in excess of one year) or intermittent 
services of experts or consultants or organisations thereof, 
including stenographic reporting services, by contract or 
appointment, and in such cases such services shall be without 
regard to the civil-service and classification laws and, except 
in the case of stenographic reporting services by organisa¬ 
tions, without regard to section 3709 of the Revised Statutes, 
as amended (41 U.S.C. sec. 5). Any individual so employed 
may be compensated at a rate not in excess of $ 50 per diem, 
and while such individual is away from his home or regular 
place of business, he may be allowed transportation and not 
to exceed $ 15 per diem in lieu of subsistence and other 
expenses. 

“Sec. 6(a) All moneys of the Administration not 
otherwise emplyed may be deposited with the treasury of 
the United States subject to check by authority of the Admi¬ 
nistration. The Federal Reserve Banks are authorised and 
directed to act as depositaries, custodians, and fiscal agents 
for the administration in the general performance of its 
powers conferred by this Act. Any banks insured by the 
Federal Deposit Insurance Corporation, when designated by 
the Secretary of the treasury, shall act as custodians and 
financial agents for the Administration. Each Federal 
Reserve bank, when designated by the Administrator as fiscal 
agent for the Administration, shall be entitled to be reimbur¬ 
sed for all expenses incurred as such fiscal agent. 


84 



Retirement 

contributions 


Business loans 


Restrictions on 
loans 


Not elsewhere 
available 


Priority on 
types of loans 


90 percent 
maximum SBA 
participation 


$350,000 maxi¬ 
mum SBA 
share 


5| percent 
maximum SBA 
interest 

10-year maxi¬ 
mum term 


“(b) the Administrator shall contribute to the 
employeees’ compensation fund, on the basis of annual 
billings as determined by the Secretary of Labour, for the 
benefit payments made from such fund on account of 
employees engaged in carrying out functions financed by the 
revolving fund established by section 4 (c) of the Act. The 
annual billings shall also include a statement of the fair 
portion of the cost of the administration of such fund, which 
shall be paid by the Administrator into the Treasury as 
miscellaneous receipts. 

“Sec. 7(a) The Administration is empowered to make 
loans to enable small-business concerns to finance plant 
construction, conversion, or expansion, including the acquisi¬ 
tion of land, or to finance the acquisition of equipment, 
facilities, machinery, supplies, or materials; or to supply 
such concerns with working capital to be used in the 
manufacture of articles, equipment, supplies, or materials 
for war, defense, or civilian production or as may be necessary 
to insure a well-balanced national economy and such loans 
may be made or effected either directly or in cooperation 
with banks or other lending institutions through agreements 
to participate on an immediate or deferred basis. The 
foregoing powers shall be subject, however, to the following 
restrictions and limitations: 

“(1) No financial assistance shall be extended pursuant to this 
subsection unless the financial assistance applied for is 
not otherwise available on reasonable terms. 

“(2) No immediate participation may be purchased unless it 
is shown that a deferred participation is not available; 
and no loan may be made unless it is shown that a 
participation is not available. 

“(3) In agreements to participate in loans on a deferred 
basis under this subsection, such participation by the 
Administration shall not be excess of 90 per centum of 
the balance of the loan outstanding at the time of 
disbursement. 

“(4) Except as provided in paragraph (5), (A) no loan under 
this subsection shall be made if the total amount out¬ 
standing and committed (by participation or otherwise) 
to the borrower from the revolving fund established by 
this Act would exceed $350,000; (B) the rate of interest 
for the Administration’s share of any such loan shall 
be no more than 5$ per centum per annum; and (C) no 
such loan, including renewals or extensions thereof, may 
be made for a period or periods exceeding ten years 
except that a loan made for the purpose of constructing 
facilities may have a maturity of ten years plus such 
additional period as is estimated may be required to 
complete such construction. 

“(5) In the case of any loan made under this subsection to a 
corporation formed and capitalized by a group of small- 
business concerns with resources provided by them for 
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the purpose of obtaining for the use of suet) concerns 
raw materials, equipment, inventories, supplies or the 
benefits of research and development, or for establishing 
lacilities for such purpose, (A) the limitation of $350,000 
prescribed in paragraph (4) shaH not apply, but the 
limit of such loan shail be $250,000 multiplied by the 
number of separate small businesses which formed and 
capitalized such corporation ; (B) the rate of interest for 
the Administration’s share of such loan shall be no less 
than 3 nor more than 5 per centum per annum; and (C) such 
loan, including renewals and extensions thereof, may 
not be made for a period or periods exceeding ten years 
except that if such loan is made for the purpose of con¬ 
structing facilities it may have maturity of twenty years 
plus such additional time as is required to complete such 
construction. 

‘(6) The Administrator is authorised to consult with repre¬ 
sentatives of small-business concerns with a view to 
encouraging the formation by such concerns of the Cor¬ 
poration referred to in paragraph (5). No act or 
omission to act, if requested by the Administrator 
pursuant to this paragraph, and if found and approved 
by the Administration as contributing to the needs of 
small business, shall be construed to be within the 
prohibitions of the antitrust laws or the Federal Trade 
Commission Act of the United States. A copy of the 
statement of any such finding and approval intended to 
be within the coverage of this section, and any modifica¬ 
tion or withdrawal thereof, shall be furnished to the 
Attorney General and the Chairman of the Federal Trade 
Commis ion when made, and it shall be published in the 
Federal Register. The authority granted in this para¬ 
graph shall be exercised only (A) by the Administrator, 
(B) upon the condition that the Administrator consult 
with the Attorney General and with the Chairman of the 
Federal Trade Commission, and (C) upon the condition 
that the Administrator obtain the approval of the 
Attorney General before exercising such authority. 
Upon withdrawal of any request or finding hereunder 
or upon withdrawal by the Attorney General of his 
approval granted under the preceding sentence, the 
provisions of this paragraph shall not apply to any 
subsequent act or omission to act by reason of such 
finding or request. 

(7) All loans made under this subsection shall be of such 
sound value or so secured as reasonably to assure repay¬ 
ment. 

“(b) The Administration also is empowered— 

“(1) to make such loans (either directly or in coope¬ 
ration with banks or other lending institutions through 
agreements to participate on an immediate or deferred 



Drought and 
excessive rain¬ 
fall areas 


Maximum term 
20 years 

Interest rate 3 
per Cent Maxi¬ 
mum participa¬ 
tion 90 per cent 


Terms may be 
extended 


SBA may 


Take contracts 


basil) as the Administration may determine to be neces¬ 
sary or appropriate because of floods or other catastro¬ 
phes ; ana 

“(2) to make such loans (either directly or in coope¬ 
ration with banks or other lending institutions through 
agreements to participate on an immediate or deferred 
basis) as the Administration may determine to be neces¬ 
sary or appropriate to any small-business concern located 
in an area affected by a drought or excessive rainfall, if 
the Administration determines that the small-business 
concern has suffered a substantial economic injury as a 
result of such drought or excessive rainfall and the Presi¬ 
dent has determined under the Act entitled. ‘An Act to 
authorise Federal assistance to States and local govern¬ 
ments in major disasters, and for other purposes’, ap¬ 
proved September 30. 1950, as amended (42 U.S.C. secs. 
1855-1855g), that such drought or excessive rainfall is a 
major disaster, or the Secretary of Agriculture has found 
under the Act entitled ‘An Act to abolish the Regional 
Agricultural Credit Corporation of Washington, District 
of Columbia, and transfer its functions to the Secretary of 
Agriculture, to authorise the Secretary of Agriculture to 
make disaster loan, and for other purpose’, approved 
April 6, 1949, as amended (12 U.S.C. secs. 1148a-l-1148a- 
3), that such drought or excessive rainfall constitutes a 
production or economic disaster in such area. 

No loan under this sub-section including renewals and 
extensions thereof, may be made for a period or periods 
exceeding twenty years. The interest rate on the Administ¬ 
ration’s share of any loan made under this subsection shall 
not exceed 3 per centum per annum, In agreements to 
participate in loans on a deferred basis under this sub¬ 
section. Such participation by the Administration shall not be 
in excess of 90 per centum of the balance of the loan out¬ 
standing at the time of disbursement. 

"(c) The Administration may further extend the 
maturity of or renew any loan made pursuant to this section 
or any loan transferred to the Administration pursuant to 
Reorganisation Plan Numbered 2 of 1954, or Reorganisation 
Plan Numbered 1 of 1957, for additional periods not to exceed 
ten years beyond the period stated therein, if such extension 
or renewal will aid in the orderly liquidation of such loan. 

"Sec. 8 (al It shall be the duty of the Administration 
and it is hereby empowered, whenever it determines such 
action is necessary— 

"(1) to enter into contracts with the United States 
Government and any department, agency, or officer 
thereof having procurement powers, obligating the Ad¬ 
ministration to furnish articles, equipment, supplies, or 
materials to the Government. In any case in which the 
Administration certifies to any officer of the Government 
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having procurement powers that the Administration Is 
competent to perform any specific Government procure¬ 
ment contract to be let by any such officer, such officer 
shall be authorised in his discretion to let such procure¬ 
ment contract the Administration upon such terms 
and conditions as may be agreed upon between the Admi¬ 
nistration and the procurement officer; and 

Let sub-contracts “(2) to arrange for the performance of such con¬ 
tracts by negotiating or otherwise letting subcontracts to 
small business concerns or others for the manufacture, 
supply or assembly of such articles, equipment, supplies, 
or materials, or parts thereof, or servicing or processing 
in connection therewith, or such management services as 
may be necessary to enable the Administration to per¬ 
form such contracts. 

SBA may “(b) it shall also be the duty of the Administration and 

it is hereby empowered, whenever it determines such action is 
necessary— 

*'(1) to provide technical and managerial aids to 
small business concerns, by advising and counseling on 
matters in connection with Government procurement and 
property disposal and on policies, principles, and 
practices of good management including but not limited 
to cost accounting methods of financing, business insu¬ 
rance, accident control, wage incentives, and methods 
engineering, by cooperating and advising with voluntary 
business, professional, educational, and other nonprofit 
organisations, associations, and institutions and with 
other Federal and State agencies, by maintaining a clear¬ 
inghouse for information concerning the managing, 
financing and operation of small-business enterprises, by 
disseminating such information, and by such other 
activities as are deemed appropriate by the Administra¬ 
tion ; 

“(2) to make a complete inventory of all productive 
facilities of small-business concerns or to arrange for such 
inventory to be made by any other governmental agency 
which has the facilities. In making any such inventory, 
the appropriate agencies in the several States may be 
requested to furnish an inventory of the productive facili¬ 
ties of small-business concerns in each respective 
State if such an inventory is available or in 
prospect; 

Coordinate “(3) to coordinate and to ascertain the means by 

utilisation of which productive capacity of small-business concerns can 
small business be most effectively utilised ; 

Consult with “(4) to consult and cooperate with officers of the 

Government Government having procurement or property disposal 

procurement powers, in order to utilise the potential productive capa- 

and disposal city of plants operated by small-business concerns ; 

officers 


Make inven¬ 
tory of small 
business facili¬ 
ties 


Provide tech¬ 
nical and man¬ 
agerial aids 
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"(5) to obtain information as tp methods and prac¬ 
tices which Government prime contractors utilise in 
letting subcontracts and to take action to encourage the 
letting of subcontracts by prime contractors to small' 
business concerns at prices and op, conditions and terms 
which are fair and equitable ; 

“(6) to determine within any industry the concerns, 
firms, persons, corporations, partnerships, cooperatives, 
or other business enterprises which are to be designated 
‘small-business concerns* for the purpose of effectuating 
the provisions of this Act. To carry out this purpose 
the Administrator, when requested to do so shall issue 
in response to each such request an appropriate certificate 
certifying an individual concern as a 'small-business con¬ 
cern’ in accordance with the criteria expressed in this act. 
Any such certificate shall be subject to revocation when 
the concern covered thereby ceases to be a ‘small-business 
concern*. Offices of the Government having procure¬ 
ment or lending powers, or engaging in the disposal of 
Federal property or allocating materials or suplies, or 
promulgating regulations affecting the distribution of 
materials or supplies, shall accept as conclusive the Admi¬ 
nistration’s determination as to which enterprises are to 
be designated ‘small-business concerns’, as authorised and 
directed under this paragraph ; 

“(7) to certify to Government procurement officers, 
and officers engaged in the sale and disposal of Federal 
property, with respect to the competency, as to capacity 
and credit, of any small-business concern or group of 
such concerns to perform a specific Government contract. 
In any case in which a small-business concern or group of 
such concerns has been certified by or under the authority 
of the Administration to be a competent Government 
contractor with respect to capacity and credit as to a 
specific Government contract, the officers of the Govern¬ 
ment having procurement or property disposal powers 
are directed to accept such certification as conclusive, and 
are authorised to let such Government contract to 
such concern or group of concerns without requiring 
it to meet any other requirement with respect to capacity 
and credit; 

“(8) to obtain from any Federal department, establishment, 
or agency engaged in procurement or in the financing 
of procurement or production such report concerning 
the letting of contracts and sub-contracts and the 
making of loans to business concerns as it may deem 
pertinent in carrying out its functions under this Act; 

“(9) to obtain from any Federal department, establishment, 
or agency engaged in the disposal of Federal property 
such reports concerning the solicitation of bids, time 
of sale, or otherwise as it may deem pertinent in carrying 
out its functions under this Act; 
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• “(10) to obtain from suppliers of materials information 
pertaining to the method of filling orders and the 
bases for allocating their supply, whenever it appears 
that any small business is unable to obtain materials 
from its normal sources; 

“(11) to make studies and recommendations to the appro¬ 
priate Federal agencies to insure that a fair proportion 
of the total purchases and contracts for property and 
services for the Government be placed with small- 
business enterprises, to insure that a fair proportion 
of Government contracts for research and development 
be placed with small-business concerns, to insure that a 
fair proportion of the total sales of Government pro¬ 
perty be made to small-business concerns, and to insure 
a fair and equitable share of materials, supplies and 
equipment to small-business concerns. 

“(12) to consult and cooperate with all Government 
agencies for the purpose of insuring that small-business 
concerns shall receive fair and reasonable treatment 
from such agencies ; and 

“(13) to establish such small business advisory boards and 
committees truly respresentative of small business as may 
be necessary to achieve the purposes of this Act. 

“(c) The Administration shall from time to time make 
studies of matters materially affecting the competitive 
strength of small business, and of the effect on small business 
of Federal laws, programs, and regulations, and shall make 
recommendations to the appropriate Federal agency or 
agencies for the adjustment of such programs and regula¬ 
tions to the needs of small business. 

“Sec.9(a) Research and development are major 
factors in the growth and progress of industry and the 
national economy. The expense of carrying on research 
and development programs is beyond the means of many 
small-business concerns, and such concerns are handicapped 
in obtaining the benefits of research and development 
programs conducted at Government expense. These small- 
business concerns are thereby placed at a competitive 
disadvantage. This weakens the competitive free enterprise 
system and prevents the orderly development of the national 
economy. It is the policy of the Congress that assistance 
be given to small-business concerns to enable them to 
undertake and to obtain the benefits of research and develop¬ 
ment in order to maintain and strengthen the competitive 
free enterprise system and the national economy. 

“(b) It shall be the duty of the Administration, and 
it is hereby empowered— 
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Assist in “(i) to assist small-business concerns to obtain Goverri- 

obtaining ment contracts for research and development; 

research 
contract 

Assist in “(2) to assist small-business concerns to obtain the benefits 

obtaining of research and development performed under Govern- 

benefits of ment contracts or at Government expense ; and 

research 

Provide "(3) to provide technical assistance to small-business 

technical concerns to accomplish the purposes of this section, 

assistance 

Other agencies “(c) The Administration is authorised to consult and 
to cooperate cooperate with all Government agencies and to make 

with SBA studies and recommendations to such agencies, and such 
agencies are authorised and directed to cooperate with the 
Administration in order to carry out and to accomplish the 
purposes of this section. 

Joint research “(d) (1) The Administrator is authorised to consult 
and develop- with representatives of small-business concerns with a view 
ment programs to assisting and encouraging such firms to undertake joint 
programs for research and development carried out through 
such corporate or other mechanism as may be most appro¬ 
priate for the purpose. Such joint programs may, among 
other things, include the following purposes: 

Acquistion of (a) to construct, acquire, or establish laboratories and 
facilities other facilities for the conduct of research ; 

Utilisation of (b) to undertake and utilise applied research ; 
applied research 

Collection of (c) to collect research information related to a particular 

research infor- industry and disseminate it to participating members ; 
mation 

Applied research (d) to conduct applied research on a protected, 
programs proprietary, and contractual basis with member or non- 

~ member firms, Government agencies and others ; 

Apply for (e) to prosecute applications for patents and render 

patents patent services for participating members; and 

Grant licenses (0 to negotiate and grant licenses under patents held 
under the joint program, and to establish corporations 
designed to exploit particular patents obtained by it. 

Antitrust “(2) The Administrator may, after consultation with the 

exemption Attorney General and the Chairman of the Federal 

Trade Commission, and with the prior written approval 
of the Attorney General, approve any agreement between 
small-business firms providing for a joint program of 
research and development, if the Administrator finds 
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that the joint program proposed will maintain and 
strengthen the free enterprise system and the economy 
of the Nation. The Administrator or the Attorney 
General may at any time withdraw his approval of the 
agreement and the joint program of research and 
development covered thereby, if he finds that the 
agreement or the joint program carried on under it is 
no longer in the best interest of the competitive free 
enterprise system and the economy of the Nation. 
A copy of the statement of any such finding and 
approval intended to be within the coverage of this 
subsection, and a copy of any modification or with¬ 
drawal of approval, shall be published in the Federal 
Register. The authority conferred by this subsection 
on the Administrator shall not be delegated by him. 

“(3) No act or omission to act pursuant to and within the 
scope of any joint program for research and develop¬ 
ment, under an agreement approved by the Admini¬ 
strator under this subsection, shall be construed to be 
within the prohibitions of the antitrust laws or the 
Federal Trade Commission Act. Upon publication in 
the Federal Register of the notice of withdrawal of his 
approval of the agreement granted under the subsection 
either by the Administrator or by the Attorney General, 
the provisions of this subsection shall not apply to any 
subsequent act or omission to act by reason of such 
agreement or approval, 

"Sec. 10 (a) The Administration shall make a report 
every six months of operations under this Act to the President, 
the President of Senate, and the Speaker of the House of 
Representatives. Such report shall include the names of the 
business concerns to whom contracts are let and for whom 
fiaancing is arranged by the Administration, together with 
the amounts involved and such report shall include such 
other information and such comments and recommendations 
as the Administration may deem appropriate. 

"(b) The Administration shall make a report to the 
President, the President of the Senate, and the Speaker of 
the House of Representatives, to the Senate Committee on 
Small Business, and to the House Select Committee to 
conduct a Study and investigation of the Problems of Small 
Business, on June 30 and December 31 of each year, showing 
as accurately as possible for each such period the amount of 
funds appropriated to it that it has expended in the conduct 
of each of its principal activities such as lending, procure¬ 
ment, contracting, and providing technical and managerial 
aids. 


"(c) The Attorney General is directed to make, or 
request the Federal Trade Commission to make for him, 
surveys for the purpose of determining any factors which may 
tend to eliminate competition, create or strengthen mono¬ 
polies, injure small business, or otherwise promote undue 
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concentration of economic power in the course of the 
administration of this Act. The Attorney General shall 
submit to the Congress and the President, at such times as 
he deems desirable reports setting forth the results of such 
surveys and including such recommendations as he may deem 
desirable. 

Defense procure- ‘'(d) For the purpose of aiding in carrying out the 
ment reports national policy to insure that a fair proportion of the total 
purchases and contracts for property and services for the 
Government be placed with small-business enterprises, and to 
maintain and strengthen the overall economy of the Nation, 
the Department of Defense shall make a monthly report to 
President, the President of the Senate, and the Speaker of 
the House of Representatives not less than fortyfive days after 
the close of the month, showing the amount of funds 
appropriated to the Department of Defense, which have been 
expended, obligated, or contracted to be spent with small- 
business concerns and the amount of such funds expended, 
obligated, or contracted to be spent with firms other than 
small business in the same fields of operation ; and such 
montly reports shall show separately the funds expended, 
obligated, or contracted to be spent for basic and applied 
scientific research and development. 

Maintenance "(e) The Administration shall retain all correspondence, 

of records records of inquiries, memoranda, reports, books, and records, 
including memoranda as to all investigations conducted by or 
for the Administration, for a period of at least one year 
from the date each thereof’ and shall at all times keep the 
same available for inspection and examination by the Senate 
Select Committee on Small Business and the House Select 
Committee to Conduct a Study and Investigation of the 
Problems of Small Business, or other duty authorised 
representatives. 

Consultation "(f) To the extent deemed necessary by the Admim- 

with other strator protect and preserve small-business interest, the 
Government Administration shall consult and cooperate with other 
agencies departments and agencies of the Federal Government in 

the formulation by the Administration of policies affecting 
small-business concerns. When requested by the Admini¬ 
strator, each department and agency of the Federal Govern¬ 
ment shall consult and cooperate with the Administration 
in the formulation by such department or agency of policies 
affecting small-business concerns in order to insure that 
small-business interests will be recognised, protected, and 
preserved. This subsection shall not require any department 
or agency to consult or cooperate with the Administration 
in any case where the head of such department or agency 
determines that such consultation or cooperation would 
unduly delay action which must be taken by such department 
or agency to protect the national interest in an emergency. 

Defense produc- “Sec.ll(a) The President is authorised to consult 
tion pools with representatives of small-busincss concerns with a view 
to encouraging the making by such persons with the approval 
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of the President of voluntary agreements and programs to 
further the objectives of this Act. 

“(b) No act or omission to act pursuant to this act 
which occurs while this Act is in effect, if requested by the 
President pursuant *„to a voluntary agreement or program 
approved under subsection (a) of this section and found 
by the President to be in the public interest as contributing 
to the national defense, shall be construed to be within the 
prohibitions of the antitrust laws or the Federal Trade 
Commission Act of the United States. A copy of each 
such request intended to be within the coverage of this 
section, and any modification or withdrawal thereof, shall 
be furnished to the Attorney General and the Chairman of 
the Federal Trade Commission when made, and it shall be 
published in the Federal Register unless publication there¬ 
of would, in the opinion of tne President endanger the 
national security. 

"(c) The authority granted in subsection (b) of this 
section shall be delegated only (1) to an official who shall 
for the purpose of such delegation be required to be appoint¬ 
ed by the President by and with the advice and consent of 
the Senate, (2) upon the condition that such official consult 
with the Attorney General and the Chairman of the Federal 
Trade Commission not less than ten days before making 
any request or finding thereunder, and (3) upon the 
condition that such official obtain the approval of the 
Attorney General to any request thereunder before making 
the request. 

"(d) Upon withdrawal of any request or finding here¬ 
under, or upon withdrawl by the Attorney General of his 
approval of the voluntary agreement or program on which 
the request or finding is based, the provisions of this section 
shall not apply to any subsequent act, or omission to act, 
by reason of such finding or request. 

"Secil2. The President may transfer to the Admini¬ 
stration any fuuctions, powers and duties of any department 
or agency which relate primarily to small-business problems. 
In connection with any such transfer, the President may 
provide for appropriate transfers of records, property, 
necessary personnel, and unexpended balances of appropri¬ 
ations and other funds available to the department or agency 
from which the transfer is made. 

“Sec. 13. No loan shall be made or equipment, 
facilities, or services furnished by the Administration under 
this Act to any business enterprise unless the owners, or 
partners or officers of such business enterprise (1) certify to the 
Administration the names of any attorneys, agents, or other 
persons engaged by or on behalf of such business enterprise 
for the purpose of expediting applications made to the 
Administration for aasistance of any sort, and the fees paid 
or to be paid to any such persons; (2) execute an agreement 
binding any such business enterprise for a period of two years 



after assistance is rendered by the Administration to such bust* 
ness enterprise, to refrain froth employing, tendering any office 
or employment to, or retaining for professional services, any 
person who, on the date Such assistance Or any part thereof 
was rendered, or within one year prior thereto, shall have 
served as an officer, attorney, agent, or employee of the 
Administration occupying a position or engaging in activities 
Mitch the Administration shall have determined involve 
discretion with respect to the granting of assistance under this 
Act; and (3) furnish the names of lending institutions to 
which such business enterprise has applied for loans together 
with dates, amounts, and proof of refusal. 

Charges for “Sec. 14. To the fullest extent the Administration deems 

Government practicable, it shall make a fair charge for the use of Govern- 
owned property ment owned property and make and let contracts on a basis 
that will result in a recovery of the direct costs incurred by 
the Administration. 

Joint- “Sec. 15. To effectuate the purposes of this Act, small- 

determination business concerns within the meaning of this Act shall receive 
programme for any award or contact or any part thereof, and be awarded 
awarding con- any contract for the sale of Government property, as to 
tracts or selling which it is determined by the Administration and the contrac- 
property ting procurement or disposal agency O') to be in the interest 

of maintaining or mobilizing the Nation’s full productive 
capacity. (2) to be in the Interest of war or national defense 
programms, (3) to be in the interest of assuring that a fair 
proportion of the total purchases and contracts for property 
and services for the Government are placed with small business 
concerns, or (4) to be in the interest of assuring that a fair 
proportion of the total sales of Government property be 
made to small-business concerns ; but nothing contained in 
this Act shall W construed to change any preferences or priori¬ 
ties established by law with respect to the sale of electrical 
pcwef or other property by the Government or any agency 
thereof. These determinations may be made for individual 
awards or contracts or for classes of awards or contracts. 
Whenever the Administration and the contracting procure¬ 
ment agency fail to agree, the matter shall be submitted for 
determination to the Secretary or the head of the appropriate 
department or agency by the Administrator. 

Penalty for “Sec, 16(a) Whoever makes any statement knowing it 

false state- to be false, or whoever willfully overvalues any security, for 
ments the purpose of obtaining for himself or for any applicant any 

loan, or extension thereof by renewal, deferment of action, 
or otherwise, or the acceptance, release, or substitution of 
security therefor, or for the purpose of influencing in any 
way the action of the Administration, or for the purpose of 
obtaining money, property, or anything of value, under this 
Act, shall be punished by a fine of not more than $5,000 or 
by imprisonment for not more than two years, or both. 

Penalty for “(b) whoever, being connected in any capacity with the 

wrongful Administration, (1) embezzles, abstracts, purloins, or willfully 

conduct misapplies any moneys, funds, securities, or other things of 
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value, whether belonging to It or pledged or otherwise 
entrusted to it, or (21 with intent to defraud the Administra¬ 
tion or any other body oolitic or corporate, or any individual, 
or to deceive any officer, auditor, or examiners of the 
Administration, makes any false entry in any book, report, 
or statement of or to the Administration, or without being 
duly authorised, draws any order or issues, puts forth, or 
assigns any note, debenture, bond, or other obligation, or 
draft, bill of exchange, mortgage, judgment, or decree thereof, 
or (3) with Intent to defraud participates or shares In or 
receives directly or Indirectly any money, profit, property, or 
benefit through any transaction, loan commission, contract, 
or any other act of the Administration, or (4) gives any 
unauthorised information concerning any future action or 
plan of the Administration which might affect the value of 
securities, or, having such knowledge, invests or speculates, 
directly or indirectly, in the securities or property of any 
company or corporation receiving loans or other assistance 
from the Administration, shall he punished by a fine of not 
more than $10,000 or by imprisonment for not more than 
five years, or both. 

“Sec. 17. Any Interest held by the Administration in 
property, as security for a loan, shall be subordinate to any 
lien on such property for taxes due on the property to a 
State, or political subdivision thereof, In any case where such 
lien would, under applicable State law, be superior to such 
interest if such interest were held by any party other than the 
United States. 

“Sec. 18. The Administration shall not duplicate the 
work or activity of any other department or aeency of the 
Federal Government and nothing contained In this Act shall 
be construed to authorise any such duplication unless such 
work or activity is expressly provided for in this Act. 


Separability “Sec. 19. If any provision of this Act, or the application 

thereof to any person or circumstances, is held invalid, the 
remainder of this Act, and the application of such provision 
to other persons or circumstances, F shall not be affected 
thereby. 


Authorisation “Sec. 20. There are hereby authorised to be appropria- 
for appropria- ted such sums as may be necessary and appropriate for the 
tions carrying out of the provisions and purposes of this Act. 

Repeal of incon- “Sec. 21. All laws and parts of laws inconsistent with 
sistentlaws this Act are hereby repealed to the extent of such 
inconsistency.” 


Amendment of “See. 3. The fourth paragraph of section 24 of the 
Federal Reserve Federal Reserve Act is amended (1) by striking out “or the 
Act Small Business Administration” and “or of the Small Business 

Act of 1953”, and (2) by adding at the end thereof the 
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following new sentence j ‘‘Loans in which the Small Business 
Administration cooperates through agreements to participate 
on an immediate or deferred basis under the Small Bussiness 
Act shall not be subject to the restrictions or limitations of 
this section imposed upon loans secured by real estate’ 

“Sec. 4. The Secretary of the Treasury is hereby 
authorised to further extend the maturity of or renew any 
loan transferred to the Secretary of the Treasury pursuant to 
Reorganisation Plan Numbered 1 of 1957, for additional 
periods not to exceed ten years if such extension or renewal 
will aid in the orderly liquidation of such loan. 



APPENDIX III 


BUSINESS LOANS OF SMALL BUSINESS ADMINISTRATION 


Loan Purposes and Types 

One of the major ways in which the Small Business Administration serves 
small business concerns is by helping them obtain needed financing on reason¬ 
able terms. 

As part of this service, the Agency makes loans to small manufacturers, 
wholesalers, retailers, service establishments and other businesses, when 
financing is not otherwise available to them on reasonable terms. 

Loans are made by the SBA— 

* To Finance business construction, conversion, or expansion ; 

* To finance the purchase of equipment, facilities, machinery, supplies 

or materials, and 

* To supply working capital. 

The Agency’s loans are of two types, “participation” and “direct \ 
Participation leans are those made jointly by the SBA and banks or other 
private lending institutions. Direct loans are those made by the Agency alone. 
Under the Small Business Act, which created the SBA. the Agency cannot 
make a direct loan if a private lending institution will participate with it in a 
loan to the small business. 

Eligibility Requirement 

To qualify for consideration for either a participation or a direct loan, 
a business concern must be a small business, and must meet certain credit re¬ 
quirements. 

What is a Small Business ? 

In the Small Business Act, a “small business” is defined as one which 
is independently owned and operated and which is not dominant in its field. 
The Act also authorizes the SBA, in making a more detailed definition of small 
business, to use such criteria as number of employees and dollar volume of 
business. 

In order to qualify as a small business, an applicant for a Small Busi¬ 
ness Administration loan must meet the requirements of the Small Business 
Act as to independence of ownership and operation and non-dominance in 
its field, as well as the more ' detailed standards developed bv the 

SBA. 
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In general, the Agency’s standards for determining whether a business 
concern is small, for loan purposes, are as follow : 

A manufacturing concern is considered small if its average number of 
employees in the preceding four calender quarters was 250 or fewer persons, 
including employees of affiliates, and large if its average employment in this 
period was more than 1.000 persons ; if its average employment was more 
than 250, but not more than 1,000 persons, it may be considered either small 
or large depending on the employment size standard which the SBA has deve¬ 
loped for its particular industry. 

Any wholesale concern is classified as small if its yearly sales are 
$5,000,000 or less. 

Most retail and service trades concerns are considered small if their 
yearly sales or receipts are $1,000,000 or less. 

The form of organisation of a business.that is. whether it is a pro¬ 

prietorship, partnership, corporation or other form of business enterprise 

.has no bearing on the question of whether the concern qualified as a 

small business. 

Furthermore, the fact that a loan applicant is a subsidiary or affiliate of 
another concern or group of concerns or a parent corporation 
having subsidiaries does not necessarily disqualify it from consideration 

lox an 5BA loan.the test would be whether the entire group of businesses, 

considered' as a unit meet the small business standards. 

General Credit Requirements 

In addition to the “small business” criteria, a loan applicant also must 
meet certain credit requirements established by the SBA’s Loan Policy Board. 
This Board, made up of the Secretary of the Treasury, the Secretary of Com¬ 
merce, and the Administrator of the Small Business Admistration; has estab- 
iisned these requirements for the Agency’s loans: 

a. An applicant must be of good character. 

b. There must be evidence he has the ability to operate his business 
successfully. 

c. He must have enough capital in the business so that, with loan 
assistance from the SBA, it will be possible for him to oparate on 
a sound financial basis. 

d. As required by the Small Business Act, the proposed loan must 
“be of such sound value or so secured as reasonably to assure 
repayment.” 

e. The past earnings record and future prospects of the firm must 
indicate ability to repay a loan out of income Irom the busi¬ 
ness. 

Ineligible Applications 

Since it is a public agency, using taxpayers’ funds, the Small Business 
Administration has an unusual responsibility as a lender, Fuithermore, the 
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Agency's loans must meet the loan requirements established by Congress. 
Accordingly, the SBA. will not make certain types of loans or loans under 
certain circumstances. 

Loans will not be granted : 

1. If the funds are otherwise available on reasonable terms (a) from a 
financial institution, (b) from the disposal at a fair price of assets not required 
by the applicant in the conduct of its business or not reasonably necessary to 
its potential growth, (c) through use, without undue personal, hardship, of 
the personal credit and/or resources of the owner, partners, managements, or 
principal stockholders of the applicant, (d) through the public offering or 
private placing of securities of the applicant, (e) from other Government 
agencies which provide credit specifically for the applicant’s type of business 
or for the purpose of the required financing, or (f) from other known sources 
of credit; 

2. If the direct or indirect purpose or result of granting such assistance 
would be to (a) pay off a creditor or creditors of the applicant who are 
inadequately secured or are in a position to sustain a loss, (b) provide funds 
for distribution or payment to the owner, partners, or shareholders of the 
applicant, or (c) replenish working capital funds previously used for either of 
such purposes; 

3. If the applicant’s purpose in applying for a loan is to effect a change 
in ownership of the business ; however, under certain circumstances, loans 
may be authorised for this purpose, if the result would be to aid in the sound 
development of a small business, or to keep it in operation. 

4. If the loan would provide or free funds for speculation in any kind 
of property, real or personal tangible or intangible ; 

5. If the applicant is an eleemosynary or charitable organisation or 
social agency or society ; 

6. If the loan is to finance construction, acquisition, conversion 
or operation of facilities which are or will be used for recreational or 
amusement purposes in connection with which any part of the gross 
income of the applicant (or any of its principal owners) is derived from 
gambling activities, or a substantial portion of the gross income of the 
applicant (or any of its principal owners) is derived from sale of 
alcoholic beverages, or if the business oi the applicant is not considered to be 
in the public interest. 

7. If the applicant is a newspaper, magazine, radio broadcasting or 
television broadcasting company, or similar enterprise j 

8. If a substaintial portion of the gross income of the applicant 
(or any oi its principal owners) is derived from the sale of alcoholic 
beverages; 

9. If any part of the gross income of the applicant (or any of its 
principal owners) is derived from gambling purposes; 

10. If the loan is to provide capital to an enterprise primarily engaged in 
the business of lending or investment; 
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11. If the effect of the granting of the financial assistance would be to 
encourage monopoly or would be in consistent with the accepted standards 
of the American system of free competitive enterprise. 

12. If the loan would be used for moving a business in order to avoid 
obligations incurred in the location from which the move is to be made ; 
for example a labor union contract. Furthermore, a loan will not be granted 
if it would be used to move a business from a labor surplus area, of if to 
move would cause serious unemployment in the firm’s present location. 

Amount of Loan 

The amount which may be borrowed from the Small Business Adminis¬ 
tration depends upon how much is required to carry out the intended 
purpose of the loan. However, by law the maximum loan which the Agency 
may make or have outstanding to any one borrower is $35J,00U. This 
limitation applies both to the Agency’s share in a participation loaa and to a 
direct SBA loan. 

An exception to the $350,000 limitation is a loan made by SBA to a 
corporation lormed and capitalized by a group of small business concerns 
fa) to obtain raw materials, equipment, inventory or supplies for use by 
members ol the group, or fb) to obtain the benefits of research and develop¬ 
ment for the members of the group, or to establish facilities for this purpose, 
in the case of these loans, called “pool” loans, the maximum loan is $25U,0UU 
multiplied by the number of small firms which have formed aud capitalized 
the corporation. 

Loan Terms 

Small Business Administration business loans generally are repayable 
in regular instalments, usually monthly including interest on the unpaid 
balance, interest is charged only on the actual amount borrowed, and lor 
the actual time the money is outstanding. Ail or any part of a loan may 
be repaid witnout penalty before it is due. 

Generally, the maximum maturity of an Agency business loan is 
10 years. 

The interest rate on SBA’s direct business loans, and maximum interest 
rate on oiiA s share of a participation loan, is 5£ percent. A private lending 
ins tit u non may set a higher rate than 5£ percent on its share oi a participation 
loan, provideu me rate is legal and reasonable ; it may also set a higher rate 
man 04 percent on oBA’s snare of a deferred participation loan, me nigher 
rate on oBA’s share to apply until SBA is called upon to purcnase its snare 
or me loan, if a private institution sets a rate lower than 5$ percent per 
annum on us share of a loan, the interest rate on SBA’s snaie snail oe 
me same as mat of me private institution, except that m no case may the 
SBA interest rate be less than 5 percent. 

The interest rate on small business loans made to veterans and guaran¬ 
teed by the Veterans Administration is 4f percent per annum. Iheinteiest 
rate on pool loans made by SBA is 5 percent per annum. 

Collateral 

The Small Business Act requires that the SBA’s loans be of such sound 
value or so secured as reasonably to assure repayment! Therefore, the 
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Proposed collateral for a loan must be of such a nature that, when considered 
with the integrity and ability of the management, and the firms past and 
prospective earnings, repayment of the loan will reasonably be assured. 

Collateral may consist of one or more of the following : A mortgage 
on land, buildings and/or equipment; assignment of warehouse receipts 
for marketable merchandise ; asssgnment of current receivables. As a rule, 
a pledge or mortgage on inventories is not considered satisfactory collateral 
unless the inventories are stored in a bonded or otherwise acceptable 
warehouse. 

Is Private Financing Available ? 

By law, the Smali Business Administration can make loans to small 
business concerns only when financing is not otherwise available to them on 
reasonable terms. 

Before applying to the Agency for a loan, a businessman therefore 
must first seek the needed funds his local bank or other local source of 
financing. 

If the bank or other private lending source is unable or unwilling to 
make the requested loan, the businessman should learn whether it can or wilt 
do so if the SBA agrees to participate in the loan. SBA’s participation 
in the loan could be on either a “deferred” or an “immediate” basis. Where 
SBA participates on a deferred basis, it agrees to purchase from the bank 
at any time during a stated period, a fixed percentage of the outstanding 
balance of the loan. When SBA participates in a loan on an immediate 
basis, it purchases immediately from the bank a fixed percentage of the 
original principal balance of the loan. However, under Small Business Act, 
the Agency may not enter into an immediate participation if a deferred 
participation is available. 

If the bank or other financial institution will make the loan, provided 
that the SBA participates in it, the businessman may apply for a participation 
loan under the SBA’s Regular Participation Loan Plan or under the Agency’s 
Litr itpH ,oan Participation Plan (discussed on page 6). 

If the private lending institution will not make a loan to the small firm 
even with the SBA’s participation, the firm may then apply to the 
Agency for a direct Government loan. (In some instances, as indicated in 
the following section, two banks must decline to make or participate in the 
loan before the business may apply for a direct SBA loan). 

In the case of a Regular Participation loan, the maximum SBA share 
of the loan, on a percentage basis, is 9b percent; on a dollar basis, $ 353,000. 

Application for a Regular Participation loan is made on SBA Form 4. 
Copies of this form can be obtained from any Agency Fieid office. 

In applying for a Regular Participation loan, the small firm should 
file with the bank that proposes to participate with SBA in the loan three 
copies of the application and three copies of any supporting documents. The 
bank then prepares a request to the Small Business Administration for a 
participation agreement, using for this purpose space provided on the SBA 
Form 4, The small business concern or the lending institution next files two 



copies of the application and supporting documents with the SBA office 
serving the territory in which the Applicant’s home office is ideated. Thil 
third copy is retained by the bank. 

The maximum amount of an SBA direct loan to any one small firm also 
is $359,000. In applying for a direct SBA loan, the small firm should file 
two copies of the application (using SBA Form 4) and supporting documents 
with the SBA office serving its area. The application must be accompanied 
bv a letter from the firm’s bank stating that it is unable to mike or 
participate in the loan. Where the bank has declined the loan because the 
requested amount would exceed its legal lending limit or is greater than the 
bank normally lends to any one borrower, the applicant must also be 
able to show that the loan is not obtainable from a correspondent bank 
or from another lending institution whose lending capacity is adequate 
to cover the requested loan. In any event, if the small firm is located 
in a city with a population of 200,000 or more, its application must be 
accompanied by letters from two banks stating that they cannot grant or 
participate in the requested loan. 

Limited Loan Participation Plan 

This plan provides for loans to small business concern on a somewhat 
different basis from the Regular Participation and direct loans. The plan is 
designed especially to assist small retail, wholesale, and service establishments 
(other type of business also are eligible) which are unable to pledge as much 
tangible collateral as is required for regular business loans, but which have a 
good earning record, competent management, and a creditable record with 
local banks for meeting their obligations. 

These worthy small firms are deserving of assistance with their working 
capital needs and their plans for expansion and modernization. 

The Limited Loans are made entirely through banks, with the banks 
participating in and servicing the loans # 

Amount of Loan 

The Small Business Administration’s share of a loan of this type can be 
no more than $15,000 or 75 per cent of the total amount of the loan, which¬ 
ever is the lesser. The participating bank's share in the loan must be not fess 
than 25 percent of the total amount of the loan and must be “new money”, 
that is, money which is not alreadly owed to tne bank, and which would be 
repaid out of the loan. However, short-term loans which have been 
outstanding no more than 6 months, or loans made for a longer term on wbicn 
repayments have been made promptly as originally scheduled, may be 
substituted by the bank for this “new money” requirement or included in 
computing the bank’s participation in the loan. In either case, the bank’s 
share in the loan must be equal to at least the outstanding loan to be refunded 
With a part of the new loan or 25 percent of the full loan, whichever is the 
larger. 


For example, on a loan of $15,000 and with an outstanding qualified 
loan of $3,000 to the borrower by the bank, the maximum SBA participation 
would be $11,250 and the bank’s share would be $3,750 of which $3,000 would 
be the outstanding loan'and $750 would be new money. On the other hand, if 



the outstanding loan amounted to $5,000 the SBA's participation would be 
$10,000 and the bank's share would be $5,000 with no new money involved. 
On a $30,000 loan, the maximum S3A participation would be 115,000 and 
the bank’s share would be an equal amount, either new money or qualified 
outstanding loans. 

Loan Terms 

The maximum maturity of a Limited Loan is S yean, with a monthly 
repayment schedule. The maximum interest rate on SBA’s share of a loan 
is 5$ percent per annum. However, a private lending institution participat¬ 
ing in a loan may set a higher Interest rate on its share, provided the rate 
is legal and reasonable; it may also set a higher rate than 5£ percent on 
SBA’s share of a deferred participation loan, the higher rate on SBA’s 
share to apply until SBA is called upon to purchase its share of the loan. 
If a private institution sets a rate of less than 5£ precent per annum on its 
share of a loan, the interest rate on SBA’s share shall be the same as that of 
the private institution, except that in no case’may theJSB interest rate be less 
than 5 percent. 

How to Apply 

The Small firm seeking a loan under this plan should apply directly 
to a bank which proposes to join with SBA in making the loan. The firm’s 
application should be submitted on SBA Form 6. The firm files an original 
and two copies of the application, and of any supporting documents, with the 
bank. The bank then sends two copies of the form and the supporting 
documents to the nearest SBA office, together with a letter stating the pro¬ 
posed amount of the bank’s participation and the bank’s opinion of the 
character and ability of the applicant’s management, the firm’s future business 
prospects and repayment ability, and the recommended loan terms! and con¬ 
ditions, including collateral required. 

Insurance and Collateral 

As a general policy, SBA requires that it be named beneficiary in a life 
insurance policy which covers the life of the principal owner of the business 
and which is in the amount of the loan approved. However, the Agency will 
not refuse a deserving concern a loan nor will it make any loan terms more 
restrictive, merely because the principal owner may be uninsurable or' subject 
to prohibitive rates. 

It is the responsibility of the bank which is participating in a Limited 
Loan to determine the adequacy of the proposed collateral and to obtain 
the pledge of collateral. Collateral may include, but is not limited to ; 
mortages on real or personal property ; assignment of accounts receivable 
or money due on contracts ; pledges of warehouse receipts ; negative pledge 
agreements, and corporate guarantees or personal endorsements. 

The Small Business Administration takes final action on a Limited Loan 
application based on the bank’s recommendations and the data submitted. 

The SBA’s Decision 

The Small Business Administration's loan procedures insure prompt 
consideration of applications. In most cases, a decision on an application is 
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given within 3 weeks. However, the time required for processing a particular 
application is affected by the care with which the businessman has prepared 
bis loan request, the completeness of the information he has furnished, and 
the amount of work required for full consideration by the SBA of all elements 
of the application. 

Generally, the Ageney can act more quickly on an application for a 
participation loan than on one for a direct loan, since the bank which propo¬ 
ses to share in the loan has completed most of the necessary credit investiga¬ 
tion before the application is submitted to the SBA. 

The smaller loan requests and those for loans under the Limited Loan 
Participation Plan can be acted upon very quickly (frequently in less than a 
week after filing) since in most cases the local SBA office has the authority to 
approve or decline the applications. 

Compensation for Services 

The Small Business Administration makes no charge for information and 
assistance in the preparation and filling of a loan application, or for other 
assistance with financial management problems. 

Subject to the Agency’s approval, loan applicant may pay reasonable 
costs incurred for services rendered by attorneys, appraisers, and accountants 
in connection with the preparation of his loan application or the making of 
the loan. Under no circumstances however, may a businessman pay, or 
agree to pay. a fee or commission contingent upon approval of a loan by the 
SBA or by a lending institution which proposes to participate with the SBA in 
making the loan. 

Loan Closing 

If the Small Business Administration approves a small firm's loan 
application, whether for a participation or a direct loan, a formal loan 
authorization is sent to the firm by the SBA regional office in its area. This 
authorization is not in itself a contract to lend or a loan agreement. Instead' 
it states the conditions which the borrower must meet before the loan funds 
will be disbursed. When the borrower notifies the Agency that he is prepared 
to meet these conditions, the SBA then arranges a date, time and place for 
“closing” the loan. In most cases all notes, mortgages, and other required 
documents are executed at the closing. However, where the applicant is 
located at a distance from the SBA regional office the regional office may vary 
the closing procedure. 

Once the loan has been closed, the Agency disburses the funds by check, 
either immediately or as required by the applicant. 

Prompt closing of a loan, after SBA has issued the loan authorization, 
depends largely upon the borrower and the time he requires to comply with 
the terms and conditions of the authorization. 

The Small Business Administration is prepared to disburse loan funds 
simultaneously with loan closings. 
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APPENDIX IV 


FOREIGN EXCHANGE EQUIVALENTS 


1 Swedish Kroner (Sw. Kr.) 

= 

Rs. 0.923 

I Deutsch Marke (D. M.) 

= 

Rs. 1.14 

1 U. S. Dollar ($) 

= 

Rs. 4.77 

100 Japanese Yens (y.) 

= 

Rs. 1.32 

Rs. 1 

= 

1.08 Sw. Kr. 

Rs. 1 

= 

0.88 - D.M. 

Rs. 1 

= 

0.21 ($) 

Rs. 1 

— 

75.60 (y.) 


Printed at Hind Union Press, New Delhi 



